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Food for 





the World 


Agriculture is Still the Weak Spot 
in Primary Production 


By 


PROFESSOR 


Cekiny explanations Of the 
PUSS 


thnormal demand; demand has 


PuMICriadiS, We 


W. 


heware of the pitfall é 


ARTHUR LEWIS 


world shortage of food ana 
f atirtbutine it te 
not grown more rapidly in recent 


explanation lies in progressive 


failure of supply 


ears than was its wont The 
BEST MEASURI of world 


mand for primary products is the 
ndex of world manufacturing pro- 
ction. In the forty years before 
first world war, this grew at an 
.erage annual rate of 3.7 per cent. 
nd world primary production grew 
very nearly the same rate. But 
m 1913 to 1950 the annual rate 
growth of world manufacturing 
vas Only 2.5 per cent. The demand 


or primary products has not 
ccelerated; it has slackened. 

It is equally erroneous to attri- 
hute the shortage to abnormal 


‘'nited States’ demand. Here again 
here has been not acceleration but 
leceleration. The growth of United 
States manufacturing production 
has Slowed down from 4.8 per cent. 
per annum in the period 1873 to 
1913 to only 3.1 per cent. per 
annum in the period 1929 to 1950. 
ven when stockpiling is taken into 
iccount, American demand not 
abnormal when compared with the 
rate at which demand used to grow 
without putting a strain on supplies. 


1S 


From Food and Raw 


a. ro 
Uaterials, 


ur real complaint against 
States 1s not that she 
much primary produce 
world, but that she takes 
The dollar shortage can 
be eliminated only if will import 
large quantities of primary produce, 
and her propensity to import is low 

out of every hundred dollars by 
Which her national income 
she spends less than two dollars on 


additional imports. 


Indeed, 
the United 
takes too 
from the 
too little 


she 


WS, 


Primary Preduction Declining 

In the forty years before 1913, 
world manufacturing and world pri- 
mary production grew at nearly the 
same Since then they have 
steadily diverged, as the following 


rate 
raves. 


indices show: 
1Y }Q? ys 
Manufacturing 
production 100 15? 177 147 
Primary 
production 100 27 140 155 


Of primary production, food sup- 
plies show the slowest rate of 
growth. Indeed, ever since 1929, 
when the great slump started, food 
production has been growing more 


Bank Revies September 195] 


District 
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Slowly than the world’s population : 


13. 19299 1937 1951 
| 
) } |24 138 
rAQ) | « 
veen 1913 and 1929 food sup- 
‘5 TY } > ’ > » ‘ 1 » 
8) nead creased a little 


throughout the thirties popula 


t yrew faSter than OG: 2nd tne 
effects of the second world war have 


tu 





materials have fared better 
f sn e} ] j |) > 
rate Of growth also declined 
thirtie ren world demand 
eiess, 1t Outpaced 

> + ! 7. 
md ind S only the second 
war that has caused the 

lices to diverge: 
er 
i 
} s | v] 





t y 1 . , ) 
PrOup, Purine nformution S 
Weaned: 
} } WS It Ye Seen th it 1S 
Ds | } 1, 
iv Uilural IW Materials NIC 
sh the biggest yap in- supply 
.. - on ae ‘ 
SH he second world war. 
} ITSé. CVE with the category 
and metals. there are wide 
} oe ' 
i c ANAS rid COal )p Oduction 
: , 
sed only 6 per cent. since 
| 7 haran natroaleinn “unnlies 
I 1iCicdas eClrOoreul SUPPIIes 
rper Ce | LOWI 
aT j t } ’ j 
p t ead 31S unchanged, an 
re up ‘ ] 16 Ne cent 
’ a sHi1ait Po ee 
i ilum n 1} iS tre led 


mineral production aS a 


VnOle, there seems | ie cause [0 
anxiects 2Vvond flav: mmediate 
Ire 
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Agriculture Too Low 
really acute problem 1s ¢ 


ted by agriculture, both 





ide of raw materials Wi 


production — increu 


lv by I.l per cent. betw 
i913. and 1929; by 1.3 pel 
between 1929 and 1937: and b 
pe ent. betwen 1937 and | 
These rates are much too low f 
world whose population 1s exp 

»y vro it a ate of 1.25 per ¢ 
OVer {Ne EXt ICC dk 


enth century was to cultivate 
cultivated, the main agricult 
task of the second hali of the ( 
et } i Tu S ta cult \ ite if 
ii} viien ready cuitivated 
vise agricultural vields per aer 
er the world must be one of 
majo yHyectives. Unless Ve § 
cee this. famine will bec 
endemic in most of th vorid, a 
high prices and shortages will 
come the fate of Britain and « 
Weste Europe 
Th ) sd var ult I 
possible. On the purely techni 
side it is very easy \pplying 
h Wledge we have, the I 
rricultural utput could be 
Crease y 3U DEF cen rm 
simiply b neg Dette Seeds 
Ws s i esticides. a Ti 
mo vater available to farme 
Th if f rease Of the 
lation sets Our target: this is 
Wese ) ind a quarter per ce 
r annum, and within two or thre 
ies May even be as M 1 
y per cent. per annum. If, there 
) VEC i nC] { ids 
acre DY two per cent. per annum 
second hal f the centu 
Sur I THO. We are lost 
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FOOD FOR THE 


w@ «social obstacles—especially 





‘educational problem of teaching 
or four hundred million far- 
to adopt new techniques-—are 

e. They include also the pro- 
1 of capital International 
nent Major 
rt Of gro pro- 

on int \ re the 
orld war. Its virtual dis- 

‘arance iS one of the principal 

ins why we have run into such 

‘cute shortage of food and ra 
tals 

ternational Invcstment Needed 
day, the United States is vir- 


only vhich 


vans and gifts 


irope totalled 


1\ COUNT \ 
rts capital. Her lo 
ountries outside Ft 
$SCO million net in 1950. The 
K. had a net capital from 
intries other than Euro be and the 
amounting to £181 mil- 
any irprised that 


grows so slowly in 


intlow 


] 


lar area 
Can 
rld production 


-se circumstances? 


One De St 


i 


There is Iittlke hope that the 
ier-developed countries of the 
rld will begin to achieve a rapid 
rease of producti unless inter- 

yal investment is revived, or, 
the absence of international 
vestment, unless they go Com- 
nist, and follow the Russian 
tern of squeezing capital out of 


impoverished peasantry. 


International investment cannot 


ve on the old 


basis For one 

the private investor is no 

rer willing fo invest large sums 
foreig untries. The risks of 
elgn exchange moratoria, of 


rice and profit controls, and of 
tonalisation, are too large he 
nited States 1s trving to protect its 


zens from such risks by making 
eaties with capital importing 


WORLD 427 


countries; bui it is not hkely that 


much confidence will be revived, 
except for iending to countries 
under etfective colonial control, and 
these are a rapidly diminishing 
numbe 


On the other side very fev 
the governments of 
countries really 


rOrelgn investment 


under-developed 
velcome _ private 


] ney ring 


round th controls, and even ex 
lude it altogether from some sec- 
tors of the community Some of 
the more popular tields for private 
foreign investment “such as public 
utilities and mining. are no longer 
open in some countries 

In me ce, if there is to be 


f international lend- 


anv large flo 





ing, it must be inter- governmental 
Phe private investor will lend to his 
government, or to an international 

ency such as the International 
Bank. Government or agency In 


turn lends to the government of the 
capital-importing country. And this 
government invests itself in 
roads, undertakings 
through 
institutions to 
manufactur and to other 


either 
nationalised 

2 “a _!} ‘ 
on, or fre-lends it 


development 


and SO 
spec ial 


Fey re 
armel . 





private oeeneniie. 

This new pattern of international 
loans mav or may not be as good as 
the old. Ata t has ne 
stav and it 1s capa f d g ¢ 
iob 


importance io Britain 
For the United States, plans for 
vorld development are a luxury, 


ye justified only in political or in 
But for Brit- 
quite different 
manufactured 
produced at 
materials 


nterests 


hunranitarian terms 
ain, the 
Britain lives 


VO ve S 


position ts 
off 


Services 


and 
home. and food and raw 


He: 
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in the expansion of both. We 
wae | a ae 
pour capital and knowledge in- 
4 = | of ry im 
Improving Our metal industries: — | PROFIT SHARING 
: | oe hoc hk ¢ } 
capital and knowledge are not |... en J ' 
: ; | greatly enhances the value 
alsO poured into the food and raw S ; : 
Jee ee To a | joint consultation and provid 
materials industries abroad, our i : ate 
} | ad Sure OASIS hOy Naustt 
Stundare f living may nevertheless eee ; , 
* ve . } leacersnip It an tOn 
fall. fo. say We cannot spare | Seapine 
' . . | » Many avs (tna I Ss WV 
capital for Verseds nvestment TN ee 3 
ily ; 1 : 93 WOrth Nile lO Ser ow othe 
pecause We heed It ali at Nome ) H ‘ 3 f 
ldo it To describe deta 
| scheme practical operat 
na wide range of dus es 
tke this detailed informati 
a\ ula ic ( ho ( \ h need 
j . ! N leSUONS pre 
Snaring LISS I their @) 
SSE h s th Ork 
Seq ce, anc e will get pro- he 
‘ } rca rrivlser 
UTCSSIVCI\ rSe 1S VOTIG popula- | NIDUSTRIAI . PARTNERSHIP 
| 7 ‘Yr qa) ’ , I . 
tl 4 ha poKS c td) proguchion A SOc ATION 
inless we take the lead in organis- or 
34 ’ ¢ a treet 
As er om 
ng the flow skill of capita rondon § W 
nt 1 orld erseas:. 
COAL CONSERVATION 
.. Nes ' d Ik A \ 
{ S Dr. W id H S On 4 
C c Wi Vas W 
e LN 
i Me Cl 
W 1eS¢ November 7 at 8 crock Miss Ma I A. Bow 
r SsPects Housin Probl 
Wednesday. December § at 1.15 (lunc ¢ g iy Patrick 
ba on ihe Protit-Sharing Idea: Practical F xpe lents 
4] ectings e mm fi Angus Room. SS Park Lane. London, W.1. 
N ele W WIS oe. a sernt ar4re asked ) tii thei miention 
e Secretary, Econ ¢ Research Council, 18 South Street, London. 
W.1. (GRO 4581) 
VIR. GEORGE POLANYIE: CORRECLION 
In pres R mn. “Fre Dreams ik j ‘ 
fustrial I Creorge Polanyi in \ | 
t Professe \ ‘ Po d d 
C iut SSIL C he title P; 1 GISTING n 
F_R.S.” whic 4 S € We Stik 
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rw r Y a 
Chancellor Tells the T.U.C. 
Bv THE RT. Hon. HUGH GAITSKELL, M.P 
HAVE HELD the cost of living ditions that ai und t e assoc- 
Steady over the past year and ile full employmen 
ve end of 195] would have meant ; : 
ie £600 nill . Secondly. it is broadly true that the 
K(ra LO MiniOnS a Vear In SUD- ; 
s. on top of the £400 millions Viggest increases in profits recently 


t le 
» already spending. It just could 


e done 


\} .,ary. > of ,_- = , 
Was there a Case then for some in- 


‘ase, perhaps of £50 millions? [f 
had done that would have 
of itselr, a difference of just 


‘r one point in the cost of living 


ex 


If vou took away all the excess net 
me above £2,000 a year. it would 
ng in only the 


£53 muilions to 
ovenue This is an 

lithe help we can get from 
rther measures of heavy taxation 


the rich 


\o Hope From Profits 


Companies paid in taxes in 1950 
ithout including the income tax 
dividends at. all nearly £800 

llions, over seven times as much as 
1938. They also put to reserve or 
ick into the business nearly £600 
lion, Over three times as much as 
re-war. The total of dividends and 
the other hand, even 
efore deducting income fax, rose by 


nly a litthe over half, compared with 


nfere t , 
i CIVUOSL, On 


May | put to you two other facts 
oUt profits at the present moment? 
is this: you cannot avoid a 
rly high level of profits generally 
demand is buoyant and turnover 


ih These 


fhe first 


rp APO) >»! t » “YT 
are precisely the con- 


From {idress Tt {/} Trades 


indication. of, 


have been in companies operating 


export trades 


INGUSITIes Pro- 


verseas: with 
coming next, then the 
ducing capital equipment for the 
home market. and last of all those 
which produce consumer goods and 
are subject to price control. We 
really cannot say that high profits 
have been an important cause of, the 
rise in the cost of living 


Tak 
the eff 
transfer from profits 1s much 
than is usually appreciated. For ex- 
ample, if the dividends paid to share- 


the 
Uric 


ing the position as a whole, 
ect on wages and salaries of a 


ieSs 


holders after tax in 1950 had been 
reduced by a quarter 
‘ut——-and these sums used to increase 


a fairly savage 
C 
wages and salaries, the average ad- 
have been 3d. in 
pound, say Is. 6d. a week for a man 
earning £6 a week. If it all went to 
wages and nothing to salaries at all, 
it would still only be about 44d. in 
the pound 


dition would the 


A more even distribution of prop- 
ertv has very little to do with any 
immediate improvement in living 
standards. Perhaps we should not ex- 
clude altogether from our consider- 
possible contribution 


auions aS one 


(to our future policy) some form of. 
partnership by the workers in indi- 
vidual firms or industries through, 


for example. the distribution of 
bonus shares reflecting the rise in 
I throw it 


undistributed profits out 


as an idea, 


Union Coneress, September 1951 
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Wages and Prices quite different, objections to 





Can anyone seriously challenge the — that there are to a wage freeze 
Conciusion (nat Wage and Sdldry in- ' ‘ 

} \ ae | 
wisi | : . " ‘ YY Gul OWT ISIN 
creases adDOVe anv TiSe IN product- ¥ 
. ; ‘ “Aq es eee OH a ne nary cess. | 
VITV ure passed On OVeFWRe:iMIngty ; 

pialh icl S that tne COSst oO I 


DEUCES / : 

‘ h re wW if] re) \T rising in 1QS ( 

raat - : ‘ _ st I < a) om A EISIHE Hil I7o2, « 

iL Wwe GA utd SUSLaIN without p | 1 1d : { 

- : Witn Stadlie World prices, 1f We g 

lage quite a succession of vagy a a ee 
| 





pushing up our own costs 





lary increases if prod- 
iclivily Were rising very rapidly, if 
foreign trade conditions were favour- 


1 


able and. therefore. if each vear Now for my last point. which 


further substantia 


salaries 


here was a lot more to consume at familiar one—the overwhelming 


home. But these conditions do not portance of production. No raw n 

















| C 
— = 1 | - bee +} 
at present exist. erial shortage alters the fact 
do not accept the argument that) = more coal, a quicker turn round 
eal Wage increase is the counter- ships, more rapid and flexible me 
¢ ; a anied limit ‘3 } ! a the r uA < n ‘> 
pal dividend limitation. It would ods on the railways and more 
e more in line with LOO per cent. ductive use of labour in a score 
xcess profits tax, to which, in my industries from building to. print 
+} - 2 } | | + rt 
here are equally valid, though vould gi Isa Dig htt forward 
OIL DEMAND MAY OUTPACE SUPPL‘ 
ca ) | i tines Cx 
C i. rr irs \ 
! 1d ! I oU \ ) T ¢ 1 
\ KCeSS ' 
iene 
5 ‘ Pe i SS { } 
' ] s 
/ ) 
ALSTRALIA EXPANDING JAPANESE TRADI 
d ciM Australia and Japan during the vear which ended 
ned a record level of over £A75n Japan is now Austral 
} Cus nd commerce between the count 5 lyk i 
ncrease Crockery. glass-ware. linen, cameras. binoculars. pearls nd tu 
ye among the ange of goods soon to be admitted to Australia 
Japan for the fi e since 1945 
For three years after the war Australia declined to trade with Japan 
yut in 1948 Japan began to purchase Australian wool and wheat, ile 
Australia found in Japan a source of the building materials--iron, steel 
cement. timber, and insulators--she urgently needed As the conclusion 


A 
peace treaty approaches, Japan is insisting that Australia should take 
goods as well, and the Commonwealth Government hav 
innounced that licences will soon be issued for a limited range of Japanese 
manufactures 

It was recently reported, however. that the largest chain store in 
Australia, which owns 145 shops, has decided not to sell Japanese toys or, if 
possible. other Japanese goods. Wholesale toy dealers in Victoria have 
Iso refused to handle Japanese toys because of their poor quality and 
because Empire producers cannot compete with Japanese prices 


LOnSUMeC! 





fy ] Peestracic Trade ith Japan, linies Review f Industry, seprempPper 




















Decline in Europeans’ 


Will to 


Work 


ro 


Ry P. J. D. Witts (New College. Oxford 
§ paper arose jrom an attempt tinuous WOrTke as! 
+ f} re f > + a T; e)9 i { t Y 
hiciel tf fjabow Nn fou! We now turn t e factS abdout 


t 


§ directed 


Bel- 


Inygi 


{i} Wk 
perating Brita an 
Sweden oh 





a Switzerland, it 
UPPOSed thar th ere in 
ycelloilt pre SION a his 
of comparison 
Ladoul eflicienc\ C < COI 
f three element villingne 
— : ! yt 
| Ho! DU I i SK i] 
efly the nt 
UK Cation | 
le talc at eliminate 
% } I e otne tw tems 
» fi ur purpo C 
mped tne th 
OB 3 pure a part il { 
| 
Ned SCTldail tn C 
i nN E } al tt C 
1} | O . oO flail al 
| unquest ror 
tal th i| I] immigrants or} 
Giles ileal al il bistable UITN 
irder in the New World th they 


din the Old. But if 1s doubtful if 


an\ particular race shines most. It 

therefore. be concluded that 
most of the factors influencing 
lahour efficiency are cultural, not 


ok The Enghshman_ dis- 


gical. 


likes the appearance of working 
more than work itself. Certain 
foreigners —Egyptians and Ameri- 


the 
trl 


instance—are of t' 
temperament. [he 
Englishman prefers to hurry, if at 
all, with dignity; he may be a better. 
because a more steady and con- 


cans, for 


c 


LP DOS Lee 


4 / fy 
Summarised from Notes 


Papers 


on the Efficiency 


Eighteen firms 


ged 
having branches in all or some of 


uur countries (Brit Sweden, 
Belgium r Switzerlund) were 
que LiOHeC eune;r they C4 nsidered 
the foreig Our more or less 
ndustrious | eir British. Only 
One iInswe ess € ther 
MY ¢ iferel L 
Five firn easure 


Vi.H. 


owe 


oreign PB. as percentags 


of British 


Firip Na ; \ ‘ 

“ $€ 29 
8B ‘ | 
48 83 

( Beles } ess 
‘a 12] 
(b 113 
(c) 125 
(<4) 102 
(e) 113 

D Swe sh Process 


160 
142 


158 
140 

Restrictive trade-union practices 
are unknown Belgium, practi- 
cally unknown in Switzerland, rare 
in Sweden. But they are very 
commonly complained of in Britain. 


(e) 


in 
it 


Labeur, Oxford Economic 


4 
OF 


June 1951 
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On the other hand, there is in all 
four countries a natural reluctance 
on the part of individuals to work 


overtime or shifts. lrade-union 
opposition to these things Is most 
marked in Britain, but on the higher 
levels the British trade-union move- 
ment is easily the most advanced 
and co-operative. There is nothing 
to compare with the T.U.C.’s pro- 
ductivity drive in any of the othe 


CO Intries 


Nothing special emerges about 
discipline, absenteeism, punctuality. 
\fternoon and morning tea breaks 


are more common in Britain, which 
makes the most unfavourable 1m- 
pression on foreigners, even biasing 
their general picture of us. Tidiness 
and orderliness in the factory are 
most marked in Sweden, where it 
has probably been pushed beyond 
the point where negative returns set 
in. The Swiss have a high standard 
in this, the Belgians a low one. The 
British are a little lower still. 

he quality of the welfare ser- 
vices provided seldom differed very 
significantly within one tirm. Where 

did, national character must be 
tuken into account: Swedish 


workers insist on social services that 


Belgians would reject with con- 
tumely In this seale Britons are 
nearer to Swedes and Swiss than 
Belgians 

The will to work may vary 


between districts in a country. In- 
dustrial opinion attributes a lower 
fhan average will to work to south- 
east England, Wallonia, French 
Switzerland. 


Hours of Work 

[he “standard” working week 
for manual workers in each country 
gives uS some idea of the hours a 
nation thinks ought to be worked. 
(he figures for 1948 in the firms 
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under discussion were: Britain, 
\l] others, 48 
here were 
country, mainty 
with shorter working Weeks. 
Shop opening times (small fam 
shops only) were: 
Britain: 9-5 or 6 


excepuions in ¢ 


yrogressive fir! 


With Sunda 


off and one half-day a week. 
Sweden: 8 or 9-6 with Sunda 
MT. Many shops shut at 


Saturdays 

Switzerland: 7.30-6.30, Saturda 
7.30-5 or 6, Sundays off. 

Belgium: Any time to any tim 
No shop-hours regulations; clos! 
times vary from 6 to 12. Sunday 
are off. Hours worked depend o 
the state of trade: they lengthen 4 
trade worsens. 

Office hours, although not affect 
ed by the state of trade, are subje 
to other exceptions. The “ stand 
ard’ week was: Britain, 40; Al 
others, 44. 

Progressive firms in all countries 
work fewer hours, and there 1s 
tendency to work fewer hours 
capital cities. The especially shor 
hours of the London bureaucrat 
however, ure partly due to the 
uniquely iong journey to work 
Which could make of him a 
distinctly hard-worked man. 


Reasons for Decline 

What conclusions, then, may we 
draw from this comparison? — I 
seems safe to say that the will to 
work is strongest in Belgium and 
weakest in England. Of the inter- 
mediate countries perhaps Switzer- 
land beats Sweden. But if we ask 
about the efficiency of labour, in- 
cluding elements of skill, while we 
have no reason to promote the 


British from bottom place, we may 
well wish to demote the Belgians tc 
an equality with the rest. 





Se 














THE WILL 


li must be emphasised here that 
iicisms of British manual labour 
not imply that British manage- 
kent iS In some way better. It may 
maintained that there has been 
secular decline in the will to work 
this country, among both 
\anagers and workers. And where- 
treatment of the increased will 
work at the beginning of the 
idustrial Revolution has become 
icademically respectable. the sub- 
‘quent decline has not vet been 
vstematically treated. Little of the 
vidence available is satisfactory, 
ut I list what has occurred to me. 

(a) The mere shortening of work- 
hours could certainly be dismissed 

due to rising income; man_ has 
ulwavs wished to work less and now 
he can afford to. Once we are used 
to shorter hours we are unwilling to 
1) back to longer, even on_ better 
terms 

(b) The lightening of the actual 
tusks performed is open to precisely 
the same comments, as is the drift 
nto white-collar jobs out of manual 
tbour and the drift ouf of hard, 
lirty and memal jobs while remain- 
ng within the field of manual 
labour. This phenomenon is com- 
mon to Many countries: in Britain 
and Belgium it is seen in the mines, 
n Switzerland in the lower grades 
of hotel worker. 

(c) An explanation 1s offered by 
the Royal Commission on Labour 
of 1894: “The efficiency of the 
labourers at the present time is said 
to be less than it was and the result 
is attributed to the migration of the 
more active and intelligent labour- 
ers. Allowing for the habit of de- 


. preciating the present and exalting 


the past, ii seems reasonable to 
Suppose that if the class of agricul- 
tural labourers is continually 
drained in this way it must 
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deteriorate.” If it were merely a 
question of skill, the drift from the 
lund might well be the sole cause, 
since it might well select the most 
intelligent. But it is much less cleat 
that it would the most 
industrious. 


select 


(d) Certain changes in social 
custom could indicate a growth of 
general idleness or “softness”, 
though they could merely indicate 
a more advanced culture or greater 
humaneness. 

(e) Flow production masks the 
decline in the will to work by leav- 
ing no choice. Of old confined to 
the textile industries, it has spread 
continually, leaving idleness less 
chance to show itself. This is also 
probably the explanation of the fact 
that there are fewer trade-union 
restrictive practices than there were. 

I would attribute the secular de- 
cline generally to progress itself. It 
is not simply that technical progress 
makes shorter hours of work poss- 
ible: it has many. many other 
effects on work. 


To Sum Up 

We may sum them all up by say- 
ing there is a rising standard of 
living while at work; a demand not 
only for shorter hours but for less 
heavy work, less dirty work, less 
discipline. more say in the manage- 
ment, more safety regulations, more 
breaks, more attractive surround- 
Ings. ete. 


On the whole the standard of liv- 


ing while at work is higher in 
Britain than in the other three 
countries here considered: one 


might even say that it was higher 
than in U.S.A. In Britain it is far 


in advance of the degree of produc- 
tivity, and from this unbalance stem 
many of our present griefs. 








Americans’ Attitude To Work 


mir Ri Port of an 


Jnvlo-American Study Group is a Striking Commentar 


nthe Previous Article 


fo AID IN comparing industry in 
Britain and in the U.S. it ts desir- 
able that some attempt should be 
made to understand the reasons for 
and the development of that intan- 
gible factor, “attitude to work.” 

In the U.S., cartels, monopolies 
and price rings have been outlawed 
by the Government, so that real and 
sharp competition has developed 
between firms and this to a large 
extent has prevented any major rises 
in selling prices. The unions have 
pressed for and obtained a com- 
paratively high wage level. but in 
this instance, as selling prices could 
not be raised to any appreciable ex- 
tent, the manufacturers’ only re- 
course has been to organise their 
factories to the highest possible 
degree of efficiency. Thus the pur- 
chasing power of the workers is 
much more closely related to selling 
prices than in Britain, and this in 
turn has stimulated trade with 
beneficial results to the community 
is a Whole 

In this matter the employer is well 
supported by the union, which, by 
virtue of its domestic relations with 
One firm, and one firm only, has a 
special interest, since the success or 
failure of the company means the 
failure of the union. 
\wareness of such keen competi- 
tion sharpens the interest of the 
men, and also the efficiency of the 
organisations. 

Without ascribing any intent to 
the British unions, it follows that 
when more than one union operates 
in the same factory there is the 
danger, if great care is not taken, 
of varying interests conflicting, and 


SUCCESS or 


From Productivity Report 1 Welding 


are on record Where disagrec 
nent between unions has affectec 
ry } 


p When no quarrel at al 
existed with the management. 


LASCS 


TOCM@UCLION 


\ further significant point arising 
from this different approach is that 
a dismissed employee in U.S.A. ha: 
a greater opportunity of alternative 
employment in some other industry 
than in Britain. There ts a tendency 
for a British craftsman to regard 
himself as tied to one particular 
trade and he is generally reluctant 
to change, this being due in no small 
measure to the fact that 1f he has 
served an apprenticeship to a par- 
ticular craft he is unable to obtain 
membership of another craft union, 
workers are more 
[he majority have their 
own cars and, therefore. employ- 
ment outside the district, up to say 
50 miles, seemingly presents no diffi- 
culty or obstacle. Even if move- 
ment to another area is involved, 
they have not so serious a housing 
problem as in Britain and, in any 
case, they will accept standards of 
housing much lower than the British, 
even to the extent of living in trailer 
caravans If necessary for a period. 


American 
mobile. 


Compared with British industrial 
wages on a time-work basis, the U.S. 
rates are about three to four times 
as high as corresponding rates in 
Britain. The cost of living in the 
U.S. is higher than in Britain and 
this offsets in a measure the higher 
Nevertheless. the American 
employee is much better off than the 
British worker. 

Standard working week: The 
normal working week observed in 


VALOCS. 


fiivlo Arnie MICad?h { OLTh il On Pry lu f ity 
29 August, 195] 














AMERICANS’ ATTITUDE TO WORK 4 


U.S. for both factory and office 
fs is 40 hours spread over five 


imitations on overtime (which is 
tional) do not appear to receive 
attention in the U.S. than in 
ain. In some of the agreements 
limitation is) imposed. and it 
uld seem that the number of 
irs permitted as a rule is sixteen 
seven days. In other agreements 
reference 1s made to this matter. 
The question of incentives ts 
nplex and subtle. The idea of the 
erage Briton that “more work, 
re pay is the rule in America ts 
orrect. [he reason for output 
ust be sought elsewhere 
The American demands a_ high 


andard of living and will go to 


eat lengths to achieve it. Certain 
indards are taken for granted: these 
mally include a car, refrigerator, 


wd 
‘a 


television and wireless sets, and a 
washing machine. 

Hire purchase figures prominently 
in these deals and the efforts put 
forward are perhaps not so much to 
buy new articles as to pay off articles 
already possessed 

To supplement the income neces- 
sary for luxury purchases, one 
gathered that a large proportion of 
the men and their wives were gain- 
fully employed in spare-time occu- 
pations This probably explains 
why cultivated gardens and allot- 
ments were little in evidence. 

Well stocked shops, purveying 
anything one could wish for, and 
places of entertainment, are open 
well into the night. A worker has 
ample opportunity to make pur- 
chases outside his working hours, 
which serves to further his desire to 
earn moneys 











AMERICAN AVY 


Americuns average in imeome 


ERAGE INCOME 


of $1.436 for each man. woman und 


j 
hild in 1950. This average represented a gain of S116. or 9 per cent 


949 and was the highest dollar tot 
The ¥ pel cent rise in average 


dvance in the cost of living record 


il in history 


income outstripped the 6.5 per cent 


' 


ed by the Bureau of Labour Statistics 


for 1950, but a rise in the tax burden cut down the net gain. 
The burden of Federal. State and local taxes averaged $360 during ti 


twelve months ended June 30. 195( 


). the latest period for which officia 


data are available. The rate increases late last vear made it heavier for the 
calendar vear 1950, 
The averages undoubtedly are pulled up by the large tncomes of muith 


thionaires and others. 


Today's report did not deal in medians. But a report in 1949 based on 


census studies said that if the 50.00 


).000 American families were lined up 


in order of income and then ccunted off to the middle. that “ median’ 
family would have an income of $3,420. The figure is probably higher now, 


but nothing like $1.436 for each m 


Average incomes ranged from $6 


Man, Woman and child. 


98 in Mississippi to $1.909 in Delaw 


and $1.986 in the District of Columbia 


Near the bottom were Arkans 


as. $825: South Carolina, $831. and 


Alabama. $836. Near the top were Nevada. $!.875: New York. $1.864. and 


Connecticut. $1.766. 


The total flow of income to individuals over the nation was a record 


$217.000,000.000, a gain of II per 
average income was less because of 
By regions, the largest relative 
North-west and South-west. 14 and 
and Far West regions matched the 
rise. New England and the Middle 
Venu y mh Tiprre 


cent. Over 1949. The increase in the 
the gain in the population 

gains were scored by the agricultural! 
12 per cent. respectively. The Centra 
national average with an 11 per cent 
East scored a 10 per cent. gain 

s, 19 Aueust, 1957 
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EVIDENCI 


FO ROYAL COMMISSION ON 





PAXATION 


Revised Version of the 


Rhys-Williams Social Security 


Proposals 
By Laby RHys-WILLIAMS, D.B.E. 


Phe Royal Commission posed this 
question: Would it be advantageous 
to link Income Tax with Social 
Security payments and contribu- 
tons? 

Answering that question in the 
aliirmative, Lady Rhys-Wilhams’s 
first memorandum presented an up- 
to-daie version of the scheme first 
propounded in her book, Something 
to Look Forward To (1943) and 
later re-stated with new statistics 
from time to time (see Economic 
Digest, November 1948). 

Following oral examination by the 
Royal Commission, Lady Rhys- 
Williams submitted her final memor- 
andum, amplifying earlier evidence 
and incorporating figures agreed with 
the Inland Revenue department. 
The final memorandum presented 
four variations, namely: 

(A) represents a revised version 
of the proposals originally submitted 
to the Commission for a 10/- unt 
versal weekly distribution, with 10/ - 
subtracted from the existing 
National Insurance benefits and pen- 
when these are applied for. 
The tables show a deficit balance of 
revenue of £23 millions in a budget 
of £3197 millions. The basic tax 
involved is 4.7 in the £. 


SIONS 


(B) represents an attempt to pro- 
vide higher allowances for children 
in accordance with the recommenda- 
tions of Professor Titmuss (see page 
414 of Economic Digest, Sept. 1951). 


randum presented 


L idy 


From Final) Meme to 


Rhys-Williams, 


Here the deficit is £22 mulhions in 
budget of £3202 millions. The bas 
tax involved is 4/8 in the £. 

(C) is merely concerned to sho 
the effect of reducing both week! 
allowances and rates of tax, to 9 
and 4/4 respectively. The defic 


balance is £39 millions in a budget’ 


of £3] 1] 

D) is set forth more completel 
below, since this scheme seems 1 
be the logical end of the road on 
which the author embarked eightee) 
vears ago, and likely to be the foca 
point of future discussion by econo 
mists and sociologists. 


millions. 


Recommended Plan 


* Although this version may be 
technically outside the terms of 
reference of the Royal Commission, 
since it cannot be made to balance 
without a further contribution of £50 
million from the Exchequer (or, as 
| suggest, from the employer), | 
hope that it may receive considera- 
tion, Since it is in my view much the 
most satisfactory of the four schemes, 
inasmuch as it satisfies the demands, 
already being voiced by the Railway- 
men’s Union, for pensions of £3 a 
week per married couple for all 
classes of pensioners. In complying 
with this demand, it fulfils the needs 
for a genuine system of pensions at a 
true subsistence level to be included 
within the original list of social 
benefits covered by the comprehen- 
sive * Giant Insurance ” system. and 


the Roval 
July, 


Taxa 


C OMLPUSSTORN ”? 


19S] 








IO 


he 
es, 





‘The proposal is to have a scheme 
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vs the National Assistance payable in addition to the 9- a 


ird to revert to the role of emer- week. The cost of this addition to 
-y helper of special cases for the present scale of benefits and 


h it was originally designed in pensions is £197 million, but all but 
Beveridge Report. £50 million of this addition is ab- 
sorbed by the scheme, as is shown 


{ upon a 9/- weekly distribu- ° 
‘ in the tables attached. 


to all. The existing insurance 


efits of 26/- a week would be (Continued on page 439) 


TABLE | 
REVISED SCHEME TO PRODUCE AN APPROXIMATE BALANCE BETWEEN 
REVENUE AND EXPENDITURE 





The computations have been agreed with the Inlaad Revenue Department) 
SCHEME ‘D’ 4/7d. TAX—9/- DISTRIBUTION 
Nii ft Lp £m 
mie Tax 
At 4/7 on £8.150 m. of earned income 1.867 
Ar 6/- on 1,367 m. of unearned income 410 
At 6 on 975 m. of undistributed profits 
{1.025 less t50 in increased Employers 
Contribution) 292 
2,569 
Less Rebates on Life Insurance. Tools and Clothing 90) 
2,479 
pplementary Taxes and Surtax 
5 Sa, on £900 m. of earned income above £600 135 
At 3 on 450 m. of unearned income above £600 67 
At 3/- on 975 m. of undistributed profits 146 
Surtax at present rates above £2.000 125 
473 
Employers’ Contribution 248 
Deficit Balance 29 
3,229 
<PENDITURE 
Personal Allowanaes of 9/- p.w. for 39.0 m. adults 913 
Children’s Allowances of 7/6 p.w. for 6.6 m. Ist 
children 129 
Children’s Allowances of 9/- p.w. for 4.8 m. late: 
children 112 
—— 1,154 
supplementary Allowances and Pensions 403 
Pius 9/- per head per week for 6.77 m. pensioners 
1.65 m. sick & unemployed 
8.42 m. persons 197 
600 
Less estimated saving on National Assistance 52 
— 548 
National Health Service 358 
Anti-inflation Tax (Contribution to Insurance Fund 
increase) ae: es 171 
Contribution to General Government expenditure 998 
3.999 








ECONOMIC DIGES! 





TABLE ll 
(19S0-S51 Basis) 

THe SCHEME CONSIDERED AS A COMPLETE SOCIAL INSURANCE SYSTEM INCLUDIN 
ALL FORMS OF SOCIAL BENEFITS PROVIDED TO THE INDIVIDUAL BY THE STAI 
SCHEME ‘D’ 

REVENUE OF SOCIAL INSURANCE SYSTEM fon 
Net Social Insurance Contribution (See Table 1 2.479 
Emplovers’ Contribution (including £S0 m. extre) 248 
i 
Deficit Balance 
EXPENDITURE ON SOCIAL SERVICES AND BENEFITS 
Personal and Children’s Allowances (See Table 1) 1.154 
Supplementary Allowances and Pensions (See Tible 1) S48 
National Health Service 388 
Food Subsidies 400 
Grants to Local Authorities for Health Services 20 
Grants to Local Authorities for Child Care 8 
Grants to Lecel Authorities for Education Services 243 
a 
SUPPLEMENTARY INCOME TAX BUDGET 
REVENUI 
Surplementary Taxes ubove t600 473 
Plus Deficit. Balance 25 
4 
EXPENDITURE 
Anti-inflation Tax 171 
Contribution to General Government expenditure 327 
tY9OR jess £671 shown above) 
(Total Deficit {29 million) 
fABLE JIl (EXtTRaAcTs) 
This table sets forth letail the difference between present n 
iis tabdle sets forth in detail the difference between present ne 
incomes and net incomes under the scheme advocated. Extracts fron 
this table (dealing with earned income) ure given below. 

Gross Annual (a) Now (b) Under scheme proposed* (cy) Net chang 
Income Single Person Married Couple, 1 Child Married Couple, 3 Children 
‘ (a) (ph) (c) (a) (h) fc) (al) (h) (c) 
200 182 Wa Bs. 4.5 187 220.5 33.5 213 267.5 54 
400 343 a31.5 rm 375 374.5 0.5 413 421.5 8.5 
600 480) 486 6 35 §29 f S&6 576.5 ) 
R00 608 610.5 2 § 66 668.5 LS TST 730.45 f) 
1000 736 734.5 5 95 792.5 9 ae, 865 869.5 + ff, 
2000-1376 1355.5 2.5 1435 1413.5 1.5 1503 1490.5 12.5 
S000 «2516 2707.5 191.5 2575 2765.5 190.5 2636 2842.5 7206.5 


Pensions at 


benefits as 


the 9 


be paid not only for 
the age groups or 


cease employment. 


weekly benefit (making £3 for 


60 (women) and 65 (men), and sickness. unemployment and other 
under National Insurance scheme. would be payable in addition to 
man and wife). These benefits would 
beneficiaries. but for all persons upon enterine 


; , 
Obligation to 


existing 


Categories concerned, Ww ut means test oO! 





te ‘nd tJ 








roblem Families 

‘Under the existing flat-rate in- 
urance system the employers’ con- 
ribution on the basis of one third 
f the cost would be, not £50, but 
f65 million. The workers’ contribu- 
ions would also have to rise sub- 
tantially, which, on the present 
poll-tax basis, would add to the ex- 
sting severe hardships at the lower 
ncome levels, particularly among 
families with several children. This 
might have the very undesirable 
effect of pushing a yet larger section 
ff the poorest families into the 
“problem family” group, where 
self-respect and efforts to improve 
matters are abandoned by the 
parents, owing to the prolonged dis- 
couragement of dire poverty and in- 
sufficient food. All social workers 
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will testify to the fact that successful 
efforts to win back to normal life 
this basic “ problem” class, from 
Which most of the criminal and de- 
generate types are derived, demand 
an increase and not a decrease in 
the parents’ weekly income. 

“Under scheme “D,” although both 
the contributors’ and the state’s share 
of the extra cost of pensions is ab- 
sorbed by the income tax system 
without any increase in the rate of 
basic tax above the levels of Scheme 
“A.” yet the larger incomes for 
those in the “problem family’ 
class are still provided, increases in 
contributions being limited to those 
who can best afford to pay them. 
This socially - speaking — essential 
discrimination in the degree of 
sacrifice which higher old age pen- 





TABLE IV 
si ESTIMATE OF ADDITIONAL SAVINGS LIKELY TO RESULT FROM THE SCHEME 
vs The principle savings envisaged are 
(£ OOO) (£ OOO?) 
Abolition of the Ministry of National Insurance 14,723 
2. Abolition of the Ministry of Pensions 3,968 
3. Saving in the Inland Revenue Department 4,500 
‘OL 4. Saving on the Stationery Office Vote owing to the 
: cancellation of Code-books and National Insurance 
Forms 750 
— 1.941 
Plus: Increased Revenue arising from Saving to industry 
ne through the abolition of Coding regulations and 
nN Insurance Cards. (Saving estimated at £12 million) 
Income Tax at 9/- on £12 million 5.400 
_ 27,341 
ESTIMATED INCREASE IN EXPENDITURE LIKELY TO BI 
fy REQUIREC BY THESE CHANGES 
Z, 1. Ministry of Health, for administration of Sickness 
4: Benetit 1.000 
8.5 Ministry of Labour for administration of Unemploy- 
7 ment Benefit 1.000 
S 3. Ministry of Food, for distribution of all books of 
4 weekly coupons through existing local offices 3,000 
12.5 4. Post Office for additional services 2.000 
6.5 S. Additional cost to Service Ministries of assessing 
Vel pensions 1,000 
) fe 6. Stationery Office for printing coupon books 341 
uld _—_ 
ne 8,341 8,341 








Net Saving 


£19 million 





440 


sions must involve might be mis- 
understood or resented if it resulted 
from deliberate changes in rates of 
payment or benefit affecting the par- 
ticular classes of individuals singled 
out for higher taxation. But if the 
discrimination in favour of the poor- 
est famihes is effected, as it is in 
the case of Scheme “D”™ by the 


ECONOMIC 





simple operation of a blind formula 
which al] can understand and cal 
culate for themselves, the social re 
distribution of the insurance burder 
is more likely to prove acceptabl 


to those, chiefly single persons with- 


out dependents, who must. suffer 
increased taxation. In any case, the 


amount of extra burden on any one 


person is small.’ 


Possible ariations of the Rhvs-Williants plan Gre Ulplrrile Som Feagers, sf 
oliticians, may like to know that one variation that has been drafted —Scheme t 
provides for a4/ tax and an 8/- distribution. lt works out with attractive tidines 
i ( Cs are ailable for ree } a pe My inte S106 f Ors, | D 





WORLD POPULATION’S VAST INCREASE 
Dr. S. Swaroop, Statistics Chief of World Health Organisation 


The world’s population is now 


increasing at the rate of 66.000. pe: 


day. It has neariy quadrupled in the last three centuries. and two-thirds 
of this increase has taken place within the last century The world’s 
population in 1949 was 2,378.000.000 as compared with 1,552.060.000° in 


1900—-an increase of 826,000,000. 

Of the 52 countries listed, only 
actually shown a decrease (7 per 
There, the population went down 


one—the Republic of Ireland—has 


cent) during the period 1900-1949 
from 3.200.000 to 3,000,000.) The 


largest percentage increase among all the countries listed was registered in 
Argentina, where the population rose from 4.800.000 in 1900 to 16,800,000 


in 1949 
per cent) and Brazil (191 per cent). 


Argentina is followed by Cuba (231 per cent). Colombia (21 


17 


On the whole. the American continents have recorded the greatest 
relative increase during the past 50 vears. This rise amounted to about 


112 per cent, the 1949 population 
compared with 151.000.000 in 1960. 


being estimated at 320,800,000 as 


The rate of increase has been slower in Europe than anywhere else 
he population of Europe rose only 36 per cent (not including the USSR) 


i 
during the half century under review. 


Estimated at 288,C00.000 in) 1900 


Europe’s population had grown to approximately 392,000,000 by 1949. 


What is todav the USSR had a 


population in 1900 which was. les: 


than half as large as that of the rest of Europe. but in the past S50 vears 
around 74,000,000 have been added and the USSR at present has a popu- 


lation of 200,000,000. 
The greatest increase in Europe, 
Italy. 


outside the USSR, was recorded in 


In Oceania the population rose 100 per cent and was up to 12.400.000 
in 1949, while in Africa the percentage increase was 41. The African 


population in 1949 was estimated at 
in 1900. 


197,900,000 as against 140,700,000 


Half of the world’s total increase has been contributed bv Asian 


countries alone. 


Although some of the smaller countries. such as Indo- 


nesia. the Philippines and Thailand. recorded increases of well over 10 


per cent, the two large countries 
increased relatively slowly at rates of 


China and= pre-partition India 
approximately 30 per cent and 49 


per cent, respectively. Yet their contribution to the total world increase 

is almost one-third, although some of 

always reliable 

From W. H. O. Epidemiological and Vital Statistics Report. United Nations, 
Geneva, July 26, 195] 


the population estimates are not 
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Fair Shares of Inflation 


Phe upward trend of prices will continue for as far ahead as human 


uisdow can see. 
whole ‘ Non-Euclidean’ 


We must then bow to the inevitabie and create a 
financial 


system. We have made our 


inflationary bed and we must lie on tt; but we might as well be 
comfortable. 


|. The replacement of fixed 
sets and of stock-in-trade must be 
eed of income tax. 

We should tie most 
tituents of. wages to sume cost of 
ving index. 

3. Salaries should be similarly 
reated, that is tied to a cost of liv- 
ng index, but in such a way as 
ightly to lag behind it. 
4. The same applies to social 
ervices and state pensions. 

5. Private enterprise and the 
ilionalised industries should cer- 
tainly be allowed to link debenture 
nterest and capital to the cost of 
ving if they wish. Indeed it is 


con- 


‘trange that this has not already 
wen done: a debenture with the 
apital guaranteed in this way 


-hould logically be issuable at par, 
nay well over par, for zero per cent. 
Such bonds would provide another 
logical form of trustee security; 
vith dividend limitation a more 
logical form. There is an especially 
vood case for doing the same for 
National Savings, which should _ be- 
some the poor man’s equity. Such 
measures would encourage savings 
and therefore be deflationary, not, 
iS it first appears, inflationary. 

6. We shall not be able to go on 
repudiating our foreign debt for 
ever, though it is remarkable how 
the sterling area has so far held 
together in face of the perpetual 
depreciation of the sterling balances. 
One day—may it be long distant— 
our foreign creditors will all 


From “ Agenda for the Age of Inflation,” 


imitate Argentina and insist on a 
price index clause in trade agree- 
ments. We cannot in justice deny 
them this, and would © benefit 
equally ourselves from the opera- 
tion of such a clause on foreign 
currencies. 


7. There should be a 


NeW Ousis 
for most kinds of insurance. At 
present the insurance contract is of 


the form “I pay the Company a 
fixed sum annually. and when I die 
or retire or the untoward event 
happens, it pays me a fixed sum, 
which it hopes will be covered by 
my premiums.” We should substi- 
tute where possible a contract of 
the form “I pay the Company an 
annual premium increasing 

with the living and it 
promises me a sum that increases in 
the same way.” By the present 
method ail insurance is biased 
against the insured, who pay in 
good money to receive bad. 


8. An increase im rates of 
interest is often advocated. While 
this might be a brake on the rate of 
rise in prices, it could hardly by it- 
self outweigh the immense array of 
inflationary influences. It is 
ridiculous to suppose that any toler- 
able rate of interes would prevent 


acai 
Vea4riy 


cost of 


aggregate demand from exceeding 
aggregate supply. We may hazard 


the guess that, unaccompanied by a 
wage and price stop, no Bank Rate 
under 6 per cent. would keep prices 
down; and this rate would have to 
be permanent. Above all, it is false 


The Economist, August 25 and 


September 1, 195] 
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that interest rates deflate painlessly. 
They deflate, as does any measure, 
by causing unemployment and _ tak- 
ing money out Of people’s pockets. 
The demand, nay the absolute 
necessity, for output of all kinds 1s 
so great today that a volume of un- 
employment sufficient to keep down 
prices would not be tolerated on 
grounds of public policy, let alone 
grounds of humanity. 

But this is not to say that interest 
rates should not be higher for quite 
another reason. Principally we need 
a high rate to enable us to dispense 
with rationing and controls in the 
capital market. There is also the 
remarkable fact that the “real” 
rate of interest on both short and 
long bonds is negative: that is to 
say that an investment which 
accumulates at 5 per cent. com- 
purchasing power 
because prices rise by more than § 
per cent. compound. It thus pays 
people to indebt themselves at fixed 
interests—if they can find a lender 

merely in order to hold goods. 
This state of affairs is both irrational 
and inflationary. 


pound — loses 


Equal Cheating 

[f there is no frank recognition of 
facts and no general plan, the best 
organised groups will win and the 
devil will take the hindmost. The 
present suggestions would not open 
the floodgates—the floodgates are 
already open—they would regulate 
the flow. Indeed, they expressly 


provide for certain lags. Their 
effect would be that all parties 


would be cheated equally, whereas 
at present some are not cheated at 
all and others are expropriated. 
Oiher measures would not affect 
prices at all; indeed, the linking of 
bond interest to the cost of, living 
might help to keep prices down. 





2 ECONOMIC. DIGEST 


It is true that rising prices ha 
recently been the chief agent for r 
distributing income from_ rich 
poor, and it is true thaf tl 
measures suggested would put a 
end to this process. It is not ofte 
understood how. strongly inflati 
redistributes income and how litt! 
is the effect of taxation. Thus, tl 
national income was distribute 
among the various classes of th 
population in 1938 and 1949 in th 
following percentages before tax: 

1938 [94 

Wages 37 45 

Salaries 24 24 

Armed Forces pay ; 

Rents, dividends 

and interest 3 
and after tax: 
1938 194 


Wages 39 48 
Salaries 23 24 
Armed Forces pay 2 3 
Rents, dividends 

and interest 34 25 


lt is in the inconveniences 
inequities and disappointments o! 
millions of individual transactions 
that the chief curse of rising price: 
lies. It ts unjust that Mrs. Jones 
lives in a “free” house while her 
neighbour’s identical house is rent 
controlled. It is unjust that capita- 
list “A” who happened fo buy 
industrial equities before the war 1s 
as rich as ever while his friend “B” 
happened to invest in houses that 
were subsequently controlled and 
has lost everything. It 1s unjust 
that one pensioner should be draw- 
ing a sum from the Ministry of 
Pensions for his 1917 wound based 
on 1922 prices, while another draws 
from the Ministry of National 
Insurance a pension for his indust- 
rial injury in 1944 based on 1945 
prices. All compulsory _ private 


pension schemes are unjust. It is a 
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ational disgrace that no charity whether such a civilisation can sur- 
1 is ei ta ; a 
: an keep the purchasing power of vive . . . The proposition that 
ts investment income intact. inflation is inevitable is not an 
' We cannot nave monetary acknowledgment of. economic deter- 
: tability, so let us have the next best. minism but a_ political judgment 
<t hing—a series of new economic that the will to control inflation has 
* habits and minor accounting adjust- disappeared. Six years of post-war 
: ments that take the sting out of experience seem an _ inadequate 
) instability, and enable both govern- basis for quite so pessimistic a con- 
nental and private economic plan- clusion. The brave new economic 
> ning to be rational. planning is surely not a robot that 
h é > : 
’ has already completely mastered its 
. \ Criticism creators. The political will 1s 
The Economist of September 8, obviously and lamentably weak, but 
2 1951, comments: the right course for those who see 
. If modern liberal civilisation were — realistically the strength of inflation 
= to become so committed to inflation is not to accept its inevitability. It 
as the articles suggest, then how it is still to do—with however a sink- 
can be made less uncomfortable is ing heart—all that can be done to 
not the only question to’ be © strengthen the will to stop inflation 
, asked. [here is the question — before it is too late. 
Q TORRENT OF DOLLAR AID 
4 Probably few citizens realize how much our Government has alread 
Ss delivered to the rest of the world. The Marshall Plan accounts for only a 
small part of the total. A recent study by the Chamber of Commerce 
of the United States shows that about SSO billion was sent abroad 
S immediately before and during World War Il. About $40 billion more has 
been sent since the war. The $8.5 billion programme for the current fiscal] 
, year would bring the total to about $100 billion. and the $25 billion figure 
0 proposed by Secretary Acheson would raise it to something like STIS billion 
or $120 billion. No end is in sight. 
n Guaranty Survey, Guaranty Trust € omipany of New York. September 195 
: U.S.A. TAX BURDEN IN 1950 
eS A record total of $54.6 billion in taxes, equivalent to nearly 23 per cent 
BI of the national income last year, was paid into Federal, State and loc 
nt government treasuries during fiscal years ended ir 1950 (in most cases June 
* 30), according to a report made public in August by the Bureau of the 
Census. 
i\ Guaranty Survey, Guaranty Trust Company of New York. September 193 
1S A report by economists recently published by the Twentieth Century 
Se Fund in U.S.A, estimates that if the tax laws were more rigorously enforced 
at some $1,000 million (£360 million) a year could be added to the yield. for 
a an addition of less than $10 million (£3.6 million) in costs of administration 
G 4ccountancy, London, September 1951 
st PERON COMPENSATES MEAT-PACKERS 
/~ The instituto Argentino de Promocién del Intercambio has been 
rf authorized to compensate meat-packing companies for losses incurred 
d between | September, 1950, and 30 June, 1951. as a result of the suspension 
of shipments of Argentine meat to the United Kingdom. The preamble to 
- the decree mentioned that the interruption of shipments to Britain changed 
H the destination of the meat and that, in some cases, the activities of the 
e meat-packing companies had at times come almost to a standstill. Since the 
5 labour laws prevented dismissals of staff, the packers had suffered losses 
“é which, being a consequence of the export policy of the Government 
“ should be made good by the State. 
a Fortnightly Review, Bank of London and S. America, London, August 11. 1951 














Across the Iron Curtain: 


West Germany’s Trade and Prospects 


By Dr. ERWIN WEGHORN 


[TH SHARPEST CHANGE in the orien- 
tation of foreign trade in eastern 
Europe has arisen through Russia’s 
attempts to take the place of. Ger- 
many both as supplier of, and 
market for, goods. 


In 1937 about a seventh of Ger- 
man exports went to eastern 
Europe. Poland received 17 per 
cent. of its imports from Germany. 
In the rest of eastern countries the 
proportions were similar: Czecho- 
slovakia 17 per cent., Hungary 26 
per cent., Rumania 29 per cent., 
Jugoslavia 32 per cent., Bulgaria 
55 per cent. And on the other 
hand Germany’s share of the 
exports of these countries in 1937 
lay between 15 per cent. and 43 per 
cent. of their total export (Czecho- 
slovakia and Poland 15 per cent. 
each, Rumania 19 per cent., Jugo- 
Slavia 22 per cent., Hungary 25 per 
cent. and Bulgaria 43 per cent.). 


[Immediately after the war the 
industrial needs of the east- 
European States were satisfied in 
part by UNRRA and in_ part 
through credits from the Western 
Allies. Germany was eliminated 
from the eastern market completely, 
so. that in 1948 the German- 
Bulgarian and Germany - Polish 
trade had not reached a hundredth 
of the pre-war size. In the same 
vear Germany’s share of Czech 
trade was about 2 per cent, and of 
Pohsh trade about 6 per cent. 


From State Trading 


i Eastern Europe, 


12 July, 


Poland, for instance, resolutely 
declined to allow a return to the 
pre-war position of East-European 
trade, as far as Germany’s economy 
was concerned. 


As Germany’s importance as a 
trading partner sank, that of the 
USSR rose. Russia’s share of the 
area’s trade, both import and 
export, rose from less than 1 per 
cent. in 1937 to over 15 per cent. in 
1948. In the latter year the USSR 
supplied 15 per cent. of the Hun- 
garian, 16 per cent. of the Czech 
and 23 per cent. of the Polish im- 
port trade. These shares were 
enhanced to as much as 30 per cent. 
in the case of Bulgaria, and 60 per 
cent. in the case of Rumania, whilst 
supplies to Jugoslavia reached only 
11 per cent. of total imports. 
Russia’s part in exports amounted 
at the same period to between 16 
per cent. (Czechoslovakia, Hun- 
gary), 20 per cent. (Poland, 
Rumania, Jugoslavia) and 48 per 
cent. (Bulgaria). While in 1937 the 
eastern countries imported goods to 
the value of no more than $7 million 
from the USSR, by 1947 this value 
had already risen to $214 million. 
The development of easfern exports 


to the USSR is shown by the 
figures: 
1937: $14 milhon. 
1947: $188 million. 
At a rough valuation, — the 


imports of the eastern States (ex- 


in’ Europa Archiv, Frankfurt-am-Main 
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luding Jugoslavia) are suggested as 
eing of the magnitude of $635 
million in 1949, and their exports to 
the USSR as being $585 million. 

Before the second world war the 
eastern States could show an export 
surplus with the Soviet Union; in 
ihe post-war years this situation has 
completely reversed. This reversal 
has strengthened the position of the 
USSR as supplier of capital. Russia 
illows credits at low rates of interest 
and at long-term amortisation speci- 
fically for the realisation of long- 
term economic plans. Russia 
supplies not only raw materials 
(cotton, flax, petroleum products, 
ores) but also metals, machines, 
vehicles and even foodstuffs. In 
return she receives chiefly coal, 
coke, chemicals, textiles, leather 
goods and often machinery as well. 
Future Prospects 

Eastern Europe is, nevertheless, 
still a market for Germany today 
because neither the USSR, nor the 


a) 


system of international trade within 
he eastern area, nor the efforts of 
the Council for Mutual Economic 
Aid (Molotov Plan), have succeeded 
in satisfying to the full the indust- 
rial and consumer-goods needs of 
the area. There were, therefore, in 
1948-9, a large number of trade 
agreements between Western Ger- 
many and the east-European States, 
so that the way was paved for the 
foreign trade development in the 
table below: 

In particular, West German trade 
with Jugoslavia has increased: next 
in order of developing importance is 
that with Hungary and Czecho- 
Slovakia. The USSR, Bulgaria and 
Rumania have only arrived at very 
occasional settlements with the West 
German Republic. German econo- 
mic experts are, however, of the 
opinion that this need not be a 
permanent state of affairs, because 
the needs of eastern Europe will 
become all the greater both in 
variety of goods and in urgency, 


WEST GERMAN IMPORTS 


(Monthly Averages 


lan-Sep 

1949 

Bulgaria 184 
Jugoslavia 340) 
Poland ZEES 
Rumania 48 
USSR RS 
Czechoslovakia 2333 
Hungary 1705 
6810 


in S&S Thousand) 


[ Oct-Dec lan-May 1pril-Ji 

1949 1950 19S0 

421 45 70 

1854 2286 1} 3¢ 

ATOR 1025 479 

24] 43 149 

4 28 5 

1297 2039 1558 

2829 976 Pepe’ 
11454 6442 S68 


WEST GERMAN EXPORTS 


Bulgaria 6 
Jugoslavia S85 
Poland 873 
Rumania 35 
USSR 0 
Crechoslovakk 1036 
Hungary 916 
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the more they press on with their 
plans for industrialisation.  Jugo- 
Slavia and Hungary, which already 
get SO per cent. of their national 
income from industry, may afford 
proof of this. 
Prade Agreements 

\i the beginning of 1951 the 
following trade agreements Were In 
force between Germany and eastern 
Europe: 

{/hania: Nil 

Bulgaria: No trade agreement. 


but a Protocol of November 7, 


1950, on the subject of new lists of. 


goods in trade, which was. given 
force retrospectively to July 1, 1950, 
laid down imports into Germany to 
the value of $6.5 million, ana 
exports to Bulgaria of $4.5 million. 
In the Protocol. Bulgaria engages to 
supply agricultural produce chiefly. 
In return she © shall 
machinery and also electric plant 


receive 


Jugoslavia: On November — 1. 
19S0, a Protocol was signed supple- 
mentary to the trade agreement of 
March 31, 1949, which concluded a 
long-term economic treaty on a 
credit basis. Under this agreement 
Jugoslavia receives chiefly complete 
industrial plants and industrial 
goods to the value of $35 million, 
of which $30 muilhon will be 


credited by Germany. Between 
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1953 and 1955 repayment must be 
made: Jugoslavia is to supply 
chiefly grain, meat, ores, metals, 
mineral oil and timber. 

Poland : A Protocol — signed 
October 9, 1950, laid down new 
lists of goods for the economic yea 
year ending July 30, 1951, and 
evidenced an exchange of goods to 
the value of $32.6 millon. Poland 
is to supply grain, sugar, eggs, pork, 
coal, timber and paper. and fo re- 
celve machinery, chemicals, electri- 
cal tools, cars and iron products. 

Rumania: No trade settlement 
At most, only a few barter trans- 
acuions are carried out, the total 
value of which is relatively unim- 
portant. 

Czechoslovakia: The trade agree- 
ment concluded on December 21, 
1950, foresees an exchange of goods 
worth $30.1 million on both sides of 
the account. Germany will receive 
agricultural and industrial produce 
in equal portions, and export in 
return machinery, motor vehicles, 
pharmaceuticals and chemicals. 

Hungary: On November 22, 
1950, a new trade treaty was pro- 
mulgated, providing for an ex- 
change of goods to the value of $66 
million. Hungary ts to supply 
chiefly agricultural produce and 
receive iron, steel. machinery and 
chemicals. 





SULPHUR FROM ANHYDRITE 


Arrangements for financing the United SuJphuric Acid Corporation Ltd., 
vhich is to produce sulphuric acid from indigenous deposits of anhydrite, 
have now been completed. The Company was formed last April to erect and 
yperate a plant which is expected to be in operation inside of four years, 


When it should provide some 150.000 


tons annually Anhvydrite, the raw 


material required, 1s available in many places in this country. The last figure 
we have tor anhydrite production tn Great Britain, given in the Westwood 
Report was 911.814 tons in 1948. Reserves in the Billingham (Durham) area 
are there stated to be at least 75,000,000 tons with many million tons 


elsewhere 


altogether adequate supplies for many vears to come 


Mining Journal, London Aueust 24, 195] 
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China Takes Over in Tibet 


The Communist rulers of China 
ive accomplished in record time 
hat various Emperors in the past 
uiled or did not care to do. The 
ew rulers have not only completed 
ie military occupation of Tibet, 
ut have lost no time in undertak- 
ng the task of development and 
nodernisation. Immediately after 
he signing of a treaty, Pekin des- 
patched a team of 47 experts to sur- 
vey the new territory. It was led 
by a geologist and included agricul- 
turists and meteorologists. The 
Chando-Lhasa road has _ been 
already completed; and work on a 
800-mile road from Lhasa to the 
borders of. Garhwal is proceeding 
apace. Nine Chinese technicians 
have recently left Peking for Tibet. 
Their first task will be to install 
radio stations at Yatung = and 
Gyantse, linking these two towns 
with Lhasa. They will eventually 
build a network of radio. stations. 


Shadow Over India 

So Tibet ceases to be the land of 
mystery, free, remote, forbidden, in- 
comprehensible, and slips behind 
the Iron Curtain as part of New 
China. And for the first time we 
realise how close Communist China 
is to India. The liberation army, 
according to a report published in 
a local contemporary, has been dis- 
tributed over the whole of Western 
Tibet and posted at all the important 
market towns—at Taklakot, only 
eight miles across the Indian border: 
at Tarchen, at ihe foot of Mount 
Kailas; at Barkha, near the holy 
lakes of Mansarover and Rakas 
Tal, in the centre of the northern 
plain: at Rudok, the headquarters 


From Eastern Economist. 


Ne 


of the northern goldbearing district 
of the same name; at Gartok, the 
capital of Western Tibet (which ts 
the headquarters of the Indian 
Trade Commissioner). 

What is more significant is Pek- 
in’s tghtening grip. over the 
country’s trade and administration. 
It is reported that local officials 
have in many cases been replaced. 
Also Chinese currency has been put 
into circulation in place of Tibetan 
currency and Indian currency which 
also used to circulate freely before. 
This is believed to be producing an 
adverse effect on  Indo-Tibetan 
trade, for the Indian rupee has been 
the principal medium of exchange 
up ull now. It is further reported 
that the Chinese are trying to intro- 
duce State control of all raw 
materials. Tibetan export trade 
chiefly consists of wool, hides and 
skins, and borax, wool being the 
most important item. It seems that 
orders have been issued prohibiting 
the sale of wool to any private 
trader; all woo] must be sold to the 
Government. [ndia imports nor- 
mally between fifteen and seventeen 
thousand maunds of wool a vear 
from Tibet, and the new order will 
naturally affect this trade. This, 
however, was not wholly unexpec- 


ted under a Communist regime. 
Various statements issued from 
Peking suggest that the Central 
Government is anxious to control 
and develop Tibet’s economic 
resources, which have not so far 
been properly surveyed and ex- 


ploited. for the benefit of the 
people: and it may be expected to 
introduce increasingly such measures 
as will transfer business from 
private to public ownership. 


“ D. thi, 
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BRITISH BANKERS ASSOCIATION EVIDENCE TO ROYAL 


COMMISSION ON TAXATION 


Erosion of Britain’s Liquid Assets 


IN BUSINESS CIRCLES, it 1s widely 
believed that in recent years the 
taxation has in fact 
depleted the liquid 
reserves of most trading concerns. 
The Commission will doubtless 
wish us to show how far that view 
is substantiated by the evidence at 


Weight of 


seriously 


Oul disposal. 


In 1945 the economy emerged 
from the war period in a_ highly 
iquid condition. Taken together, 
earing bank deposits and the 
currency and note circulation in the 
hands of the public were very much 
higher than in 1938, not only in 
absolute terms but also in relation 
io the current level of national in- 
come. In addition, and in spite of 
100 per cent. E.P.T., industry as a 
whole had accumulated substantial 
reserves of gilt-edged securities, 
largely as a result of the wartime 
stoppage of all but the most essen- 
tial private capital expenditure and 
of the transfer into Government 
hands of commodity stocks  for- 
merly privately held. Further large 
additions to the volume of bank 
deposits were made during the 
“cheap money drive” of 1946 and 
in the following year. From the 
spring of 1948, however, the volume 
of bank credit remained very stable 
until the large influx of overseas 
funds in the autumn of 1950, when 
the upward trend appears to have 
been resumed. Meanwhile, both 
prices and the volume of output 
have been rising, so that the 


national income has continued t 
show a marked expansion. This is 
of course, only another way of. say- 
that a steadily growing volume 
transactions has had to be 
financed by a roughly stable money 
stock, a process which involves a 
reduction in liquidity, as reflected in 
rising yields on gilt-edged securities 
and increased industrial and other 
borrowing from the banks. 


Ing 
of 


Personal Balances Up 


The six-monthly returns of the 
clearing banks clearly demonstrate 
that a marked shift in the ownership 
of net bank deposits in favour of 
persons has been in progress for 
some vears past. The proportion 
of personal balances was already 
rising during the war years and 
between June, 1946, and June, 1950, 
further increased from 33.8 per 
cent. fo 38.9 per cent., a similar 
trend being shown by the Decem- 
ber returns. This means that since 
1946 the net balances of depositors 
other than persons have in fact 
declined. Between December, 1946, 
and December, 1950, clearing bank 
deposits net of advances rose on 
balance by no more than £19 mil- 
lions, but since net personal deposits 
expanded by £174 millions it fol- 
lows that “ other deposits ” actually 


From Memorandum of the British Bankers Association to the Royal Commission 
on the Taxation of Profits and Income, July 1951 
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»y £155 milhons. Between 
‘ and 1950, in other words, non- 
sonal depositors with the clear- 
vunks experienced in the aggre- 
an actual diminution in the net 
nees at their disposal, although 
“production account of the 
ited Kingdom” shows an_in- 
ise between those years of over 
per cent. in the turnover to be 
inced. (Cmd. 8203: Table 33. 
IQ), 


iatistical Inquiry 
fo throw more direct light on the 
nges in the liquid position of 
isiness during the post-war period, 
pecial enquiry was undertaken in 
lich a number of banks partici- 
ted. Consolidated figures of un- 
imed private companies were 
ipphed for this purpose, as it was 
lt that——apart from unincorporated 
isinesses in which the partners are 
hiect to surtax—it is the small 
medium-sized private com- 
inies With a capital up to, say 
100.000 which are likely to be 
st adversely affected by taxation. 
\liozether, a sample of more than 
S00 companies was analysed, in- 
uding 200 analysed by the Scottish 
inks. 


No similar statistics have been 
iken out in respect of. unincorpo- 
ited businesses in which the 
wners or partners are subject to 
urtax, but it is the experience of 
> banks that the pressure of taxa- 
ion on these unincorporated busi- 
lesses 1S even greater than in the 
ase of incorporafed businesses, so 
hat the conclusions below are 
pplicable in even greater degree to 
businesses carried on by individuals 
' partnerships. 


The main results of the enquiry 
re summarised thus: 


1949 or 

LIABILITIES 194 1950 

OOUOS £’OOOs. 

Capital 47.957 $6198 

Reserves 33.636 58,859 

Bank overdraft 13.998 30.589 

Creditors 

and bills Duy ibie 49 662 69.415 
Total of above 

liabilities = 145.253 215.061 

1949 or 

ASSETS 1946 1950 

t OOOs £°OOOs. 

Cash 9.958 8.974 

Marketable securities 8.706 53.137 


Debtors and bills 
rece g 39.160 65.486 
Stock 44.893 90.586 


Total of above assets 102,717 170.183 
Other assets (net) 42,536 44.878 


This composite statement shows 
that over the period the companies 
included in the sample had to 
finance an increase of £45,693,000 
in stocks. and a net decrease of 
£6,573,000 in trade credit received, 
making a total of £52,266,000. This 
was covered to the extent of only 
£8,241,000 by an increase in capital. 
In recent years, however, gross pro- 
fit margins have been abnormally 
wide as a result of inflation (a large 
part of the nominal profits being in 
fact spurious and merely a reflection 
of the rising replacement costs of 
fixed and circulating capital). Al- 
though both genuine and spurious 
profits have borne heavy taxation, 
the companies in the sample were 
nevertheless able to add £25,223,000 
to their reserves, so that altogether 
£33,464,000 (64 per cent. of the 
amount needed or 73 per cent. of 
the increase in stocks) was made 
available by the growth in the com- 
panies’ own capital resources. A 
further £4,553,000 was _ derived 
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from the running dewn of cash and 
securities. In all, therefore, sums 
found from the companies’ own 
resources amounted to £38,017,000 
(equivalent to 73 per cent. of the 
total needed, or 83 per cent. of the 
growth in stocks). Borrowing from 
the banks of £16,591,000 (making a 
total deierioration of £21,144,000 in 
the liquid position) provided the 
balance of the amount needed for 
the purposes mentioned, with a 
margin of £2.342.000 in hand to 
finance an increase in other assets. 

It will be appreciated that the 
formula used for this analysis 
covered only the liquid and current 
assets and similarly excluded certain 
items on the habilities side of the 
balance sheet. Even so, the analvsis 
shows that the additions to the com- 
panies’ Own resources coupled with 
the finance obtained by running 
down liquid assets and borrowing 
from the banks, were sufficient to 
finance an increase of. no more than 
about S} per cent. in the money 
value of “other assets net.” It 
follows that if these companies were 
in fact able to add more to their fixed 
assets than is shown by these figures 
(as might well be necessary in order 
merely to preserve their fixed capi- 
tal intact), this can have been done 
only by incurring additional habili- 
ties not shown in the table (e.g., by 
issuing loan capifal) or by investing 
in the business sums required as 
specific provisions (¢.g., in respect 
of tax liabilities). The experience 
of the banks does in fact show 
that sums held for payment of taxes 
are commonly used as_ working 
capital until paid over, when they 
have to be replaced by borrowing, 
probably from the banks. 

To sum up, the enquiry amply 
confirms the general impression 


that in post-war years the increase 
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In capital resources has not ke 
pace with the rise in the finance: 
requirements of business underta 
ings. Up to the present the financi 
position of companies as a whole 
may not show such acute stringen 
as is sometimes supposed to preva 
but the danger of serious difficul- 
ties is clearly suggested if the 
inflation of recent years should con- 
tinue or, alternatively, in the event 
of any considerable trade recessio: 
In either of these contingencies, 
seems probable that large sectior 
of industry would be able to mat 
tain their activities only by lookin 
to the banks for support on a sca 
which, in many instances, might not 
be justified in relation to tl 
trader's own capital resources. 
Depreciation and Replacement 

In seeking to explain the develo} 
ment of, financial stringency it 
impossible to isolate the influenc: 
of taxation from that of other fa: 
tors. We feel no doubt, however, 
that the existing systems of basing 
depreciation allowances for fixed 
capital on original cost, and of 
levying taxation on “ profits’ which 
reflect merely an inflationary rise 1 
the price of stock that has to be re 
placed at the inflated price, ar 
elements of overwhelming import 
ance. We fake it as self-evident 
that both profits tax and income tax 
as applied to companies are intende: 
to be taxes on income and nof on 
capital. To the economist, if not t 
all accountants, it appears equally 
self-evident that the true profits fo: 
any period cannot’ exceed — th 
receipts accruing from the year’s 
trading after providing for the re 
placement of the fixed and circula 
ting capital used in earning the 
profits for the period. 

Of yvreater practical importanc: 
than the considerations of abstrac 
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¢ which figure so prominently 
e Tucker Committee’s discus- 

of the question, we would 

est, 18 the damage likely to be 
ted on the national economy 
ixation of capital Over a pro- 

d period. Official publications 
some indication of the magni- 

of the sums involved. The 

mic Survey for 19571 esti- 

s (p. 44) that no less than £700 
ions will be required by com- 

‘s and public authorities this 

to finance stock appreciation: 

the total of undistributed profits 
imended in the light of the Bud- 

is placed at only £690 millions. 

the five years 1946 to 1950 
sive, according to the National 
me White Paper (Cmd. 8203, 

le 29, Item 10) sums totalling 
millions were required for that 
dose by companies and public 
porations. Similar figures are 
available to indicate how far 
reclation allowances based on 
fall short of the sums 
uired to finance the replacement 
xed assets at current prices, but 
ne indication may be given by 


lal cest 


figures of initial allowances. 
effect. of the enhanced initial 
llowances on new capital is to 


itigate the over-statement of pro- 
ts due to the inadequacy of allow- 
nees in respect of existing capital 
stalled when prices were lower. It 
‘ems reasonable to suppose that 
total depreciation allowances, even 
fter the inclusion of initial allow- 
neces, are not larger than the Inland 
Revenue considers justified on the 
Initial allowances in 1950 
totalled £260 millions (Cmd. 8203, 
fable 2, Item 10). That figure may 
rovide some measuring-rod for the 
imount of  capitai — subjected 
inually to taxation as “ profits ” in 
irlier years, and of the burden that 


iCts. 
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will be reimposed by the withdrawal 
of the initial allowances as proposed 
in the Budget. The Commission 
naturally needs no reminding that 
the Tucker Committee recommen- 
ded an increase in initial allowances 
as a substitute for any of the pro- 
posed methods of giving recognition 
to the principle of replacement 
costs. 


Other Aspects 


It has been shown that in periods 
of rising prices company profits as 
computed on ordinary accountancy 
principles greatly exceed the true 
profits remaining after the mainten- 
ance of physical capital. If is the 
general experience, however, that 
profits as computed for tax assess- 
ment invariably exceed those com- 
puted on accepted accountancy 
principles. This arises mainly from 
the ordinary commercial practice of 
charging to current earnings pro- 
visions which are deemed necessary 
and prudent for depreciation and 
diminution in value of assets, pro- 
visions in respect of future expenses 


which should be charged against 
current revenue, and other  pro- 
visions of a similar kind. The 


amounts provided from profits for 
amortisation, for example, are not 
allowed as a deduction for income 
tax purposes although bankers insist 
on such provisions being made 
from a company’s taxed _ profits. 
Shops, offices and premises in which 
a wholesale business is carried on 
have not hitherto been regarded as 
“industrial buildings ” for the pur- 
pose of the Income Tax Act, 1945. 
If is hoped that the Royal Commis- 
sion will endorse the recommenda- 
tions of the Tucker Committee that 
a depreciation allowance should be 
given for all commercial buildings 
and a writing-off allowance be given 
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in respect of leaseholds and certain 
other wasting assets. 

[he most serious effect of the 
over-statement of company profits in 
assessing liability to taxation is the 
restriction which it imposes on the 
ability of companies to accumulate 
sufficient resources for modernisa; 
tion and expansion, or adequate 
financial reserves. Financial insti- 
tutions occupy no privileged position 
in this respect: in their case, as in 
that of other companies, all trans- 
fers io reserves, published or un- 
published, can be made only from 
taxed profits. The public inferest 
would obviously suffer if the weight 
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Tax Acts regarding — the 

missibility§ of charges aga 
revenue are mainly of a nega 
character, the general implica 


being that no sum may be dedu 


from earnings except such 
bursement of expenses 


money wholly and exclusively 
out or expended for the purpose: 
the trade, profession or \ 


tion.” The strict interpretation 
this kind of restrictive legislat 


leads to the inadmissibility of 
tain expenses as deductions 
taxation purposes which would 
considered as proper charges 
revenue in current 


accounta! 





Sioves’os'ov, 


of taxation should make it difficult practice. being incurred in o1 
to maintain reserves of sufficient connection with the conduct of 
Strength. This aspect of the matter business The taxation. princip 
should not be overlooked in any on which deductions for expens 
concessions which the Commission may be allowed should be m 
may recommend. Such concessions clearly defined and widened 
should not be related exclusively to scope in a_ codification of 
the maintenance of physical capital. Income Tax Acts on a_ posit 
The provisions of the Income _ basis. 
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INTERNATIONAL MONETARY FUND ON 





Exchange Rates Under Conditions of 
World-Wide Inflation 


NSIDERING whether currency 
clation is a suitable means of 
ng with the problems arising 
{ the current world-wide in- 
n. countries must weigh a num- 

f important factors. — Firstly, 
untry, except one whose share 
world trade 1s insignificant, can 
ird prices in world markets as 
d data, and hence can assume 
by changing the value of its 
reney the prices of international 
nmodities in its own currency will 
changed to a corresponding ex- 
Each country, through its 
mand for imports and its supply 
exports, forms part of the world 
irket and through its own action 
therefore in part responsible for 
price level in these markets. 
(he prospect of touching off a chain 
ction must be kept in mind, be- 
ise it is unlikely that any given 
untry could act alone in revaluing 
currency under present condi- 
ns, and it could certainly be 
pected that, if any large group of 
untries revalued their currencies, 


nection, to assume that the infla- 
tionary pressures of the last year 
have so weakened competitive 
forces in international markets that 
exporters in general can again count 
on a sellers’ market in which price 
is of littke importance. Moreover, 
the possibility of an anticipation by 
the public that any substantial re- 
valuation might have to be reversed 
in the not too distant future might 
invite the Kind of speculation against 
currencies which was a major trouble 
before the 1949 devaluations. 


Any transitory benefits to be ex- 
pected from appreciation in an 
environment where shortages of ex- 
portable manufactures are expected 
may easily be exaggerated. The 
pressure of inflation is great both in 


Western Europe and in North 
America, where large defence pro- 
grammes are being undertaken. 


The inflationary pressures resulting 
therefrom demand firm fiscal and 
credit policies keeping in check all 
types of unnecessary domestic ex- 





2b vorld market prices in terms of dol- penditure. On the international pey- 
BY prey: “4 al ments side, every effort is still neces- 
MN ‘al cgi strong upward cary to avoid continued dependence 
& ee on external aid and to relax reliance 
i The great majority of countries on restrictions and discriminations. 
|) not have strong and persistently One of the most important factors 
it favourable balances of payments, that would contribute to continued 
R maintained without the help of re- improvement in the payments 
x sirictions. Currency revaluation position of Western Europe is com- 


sy }may weaken further their balances 
oi payments. On the import side, 
ii may involve either a greater out- 
l:y for imports or the intensifica- 
hon of restrictions. On the export 
side. too, the effects of revaluation 
‘ould require careful consideration. 
I! would be a mistake in this con- 


petitive export prices. The present 
exchange rates for Western Euro- 
pean currencies and the currencies 
of the countries associated with them 
give their exports a strong com- 
petitive position, which appreciation 
would weaken and perhaps under- 
mine. 
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In facing the issue of a possible 
substantial revaluation of currencies 
over a wide area, account must be 
taken of the general conditions of 
the world at present, and the need 
for co-operative, rather than com- 
petitive, monetary and exchange 
rate policies which this situation 
requires. In the present world situa- 
tion member countries’ anti-infla- 
tionary policies should — primarily 
rely on measures which will com- 
bat the inflationary pressures within 
their own economies, rather than on 
attempts to transfer these pressures 
elsewhere by changes in exchange 
rates. The creation of the Inter- 
national Monetary Fund was due in 
no small measure to the realization 
that the world had been ill served 
by the exchange policies of the 
thirties, whose effect was to unload 
on other countries the curse of de- 
lation. The pressing world prob- 
lem today is inflation. Widespread 
appreciation would be as _ ineffec- 
tive for solving this problem as 
widespread depreciation was for 
solving the problem of deflation in 
the thirties. 


Fluctuating Rates 

From time to time. in the public 
press and in both technical and non- 
technical discussions of foreign ex- 
change policy, the Bretton Woods 
par value system has come under 
critical review. There has been some 
advocacy not only of fluctuating 
exchange rates to suit particular cir- 
cumstances facing a given country 
but even of a large number of rates 
fluctuating at the same time. One 
important argument offered in 


favour of this system 1s the idea that 
exchange rates should be left to find 
their own level, in the belief that 
market forces can best determine 
appropriate valuations for curren- 
cies. A fluctuating rate is sometimes 
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advocated as a 


procedure b 
designed than changes in par vy. 
to facilitate frequent changes 1 
rate of exchanee when such cha 


are made necessary by unst 
foreign or domestic conditi 
Those who favour a ™ fluctua 
rate system” also argue that « 
rate of exchange should move si 
to protect the domestic econ 
from pressures arising abroad, 
under other circumstances, that 
exchange rate should protect 
balance of payments against pr! 
sures arising out of dom 
economic policies. 


The continuing interest in a! 
native foreign exchange arrar 
ments calls for a brief review of 
par value system and of the ob 
tives that it serves. The system 
not a wise one merely becaus: 
was written into the Articles 
Agreement. But it 1s correct to st 
that it was written into the Arty 
of Agreement because it emer; 
from the experience of the wo 
over a period of many years. 
one would deny that the ma 
tenance of a given exchange rats 
sometimes made very difficult et! 
by a set of internal policies or 
the external economic forces \ 
which countries must deal. In 
main, these difficulties arise from ' 
fact that changing economic for 
operate with unequal effects 
various countries. Nevertheless. 
is a striking fact that the ma 
tenance of stable rates of exchan 
is virtually the invariable object: 
of all countries at all times; ev 
those countries that have embark 
on a policy of fluctuating rates ha 
in practice generally stabilized th 
rates within narrow limits over kk 
periods of time. 

Those who 


advocate allow 


rates to find their “ natural” leve!, 
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muitting market forces to deter- 
ne a rate of exchange that will 
stabilised, seek to provide a simple 
lution for a very complex problem. 
iere 1S no such thing as a “natural” 
el for the rate of exchange of a 
rrency. The proper rate will, in 
ch case, depend upon the economic, 
ancial and monetary policies fol- 
wed by the country concerned and 
other countries with whom it has 
portant economic relationships. 
the economy of a country is to 
apt itself to a given exchange 
tte, there must be time for the pro- 
iwers, Sellers and buyers of goods 
services to respond to the new 
of price and cost relationships to 
hich the rate gives rise. This 
ans that in the short run changes 
the exchange rate are either no 
lest or a very poor test of basic 
onomic inter-relationships. It also 
means that whether a given exchange 
rate is at the “correct” level can 
be determined only after there has 
been time to observe the course of 
the balance of payments in response 
to that rate. Moreover, past ex- 
perience with fluctuating rates of 
exchange has proved that movements 
in the rate are significantly affected 
by large speculative transfers of 
capital. Consequently countries pre- 
fer to make adjustments in their 
rates of exchange in a manner that 
will minimize distortions through 
speculation. Parenthetically it may 
be mentioned that generally implicit 
in the arguments for fluctuating rates 
is the assumption that some major 
currency will remain stable as a 
point against which to operate the 
fluctuating rates. 


When a rate of exchange becomes 
inappropriate because of  funda- 
mental changes in a _ country’s 
balance of payments, arising from 
forces either external or internal, it 


should be adjusted to the new situa- 
tion. The Fund Articles are suffi- 
ciently broad to permit any neces- 
sary and justifiable changes in par 
values. and if changes are made by 
the orderly procedure provided by 
the Articles, sufficient weight will be 
given to the interests of all members 
of the international community. In 
the present circumstances it is 
essential that the co-operative en- 
deavour represented by the Fund be 
extended and improved, rather than 
undermined. By establishing the 
Fund, its members recognized that 
each had a responsibility toward all 
the others; that the action of each 
had effects on all the others: and that 
only by working together could they 
mitigate the evils of economic nation- 
alism and secure the benefits of 
expanded trade. The course of events 
since Bretton Woods has shown that 
their judgement was sound. 


Exceptions to the Rule 


For these reasons a system of fluc- 
tuating exchange rates is not a satis- 
factory alternative to the par value 
system. But there may be occasional 
and exceptional where a 
country concludes that it cannot 
maintain any par value for a 
limited period of time, or where it 
is exceedingly reluctant to take the 
risks of a decision respecting a par 
value, particularly when important 
uncertainties are considered to exist. 
Even under such circumstances, 
however, members of the Fund must 
recognize that should any one of 
them be moved by these considera- 
tions to allow its rate of exchange 
to fluctuate, ofher members of the 
Fund will be affected. For a country 
whose position in international 
trade is comparatively unimportant, 
this consideration may not be as 
significant as the benefit it expects to 
derive for its own economy. But 
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there is always the danger of the 
psychological impact of such action 
on expectations in other countries 
that might force these countries to 
follow the same course. When such 
a situation is examined with respect 
to a country with an important 
position in international trade, par- 
ticularly if its currency is one of the 


major trading currencies, the 1m- 
plications for other countries are 


far more important than the results 
that it might seek to achieve for its 
own economy. Moreover, if a sub- 
stantial number of exchange rates 
were allowed to fluctuate, complex 
problems would be created for all 
countries and a chaotic situation 
might easily develop. 


The par value system is based on 
lessons learned from experience. 
There is ample evidence that it con- 
tinues to be supported by the 
members of the Fund. Exceptions 
to it can be justified only under 
special circumstances and for tem- 
porary periods. The economic and 
financial judgement of the Fund in 


such cases must be tempered by 
recognition of its international 
responsibilities. 
Canada’s Special Case 

On September 30, 1950, the 


Government of Canada suspended its 
fixed rate of exchange and announced 
that the rate would be permitted to 
fluctuate in response to market 


forces. This action was taken in 
order to check an undesired capital 
inflow, mainly from the United 
States, which was adding to the 


money supply and tending to depress 


interest rates. thus augmenting 
internal inflationary pressures and, 
at the same time, increasing 
Canada’s gross foreign debt and 
annual service charges. The objec- 
tive of the Canadian action thus 
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differed from that. of 


previ 
exchange rate adjustments of m« 
other countries, which were intend 
to recufy an unfavourable balan 
of trade and to check an outflow 
capital. 


The heavy inflow of capital in 
Canada in 1950 of about Cans 
billion was accompanied by a dete 
ioration in Canada’s over-all balan: 
on goods and services, although t! 
current account With the Unite 
States showed substantial improv: 
ment. Speculative opinion in th 
United States had formed the vie 
that the trend of the balance of pay 
ments with the United States woul 
continue increasingly favourable 1 
Canada, and might lead to ai 
upward revaluation of the Canadia: 
dollar. More than two thirds of th 
total inflow of capital for the yea 
was concentrated in the third quarte: 
when there was a_ considerablk 
movement via the security market: 
under the influence of this specula 
tive opinion. In view of, the specu- 
lative nature of much of the capita! 
inflow, the Canadian Government 
felt unable to foresee the end of the 
movement so long as a fixed 
exchange rate was maintained. As, 
in the view of the Government, it 
was impossible to determine in 
advance with any reasonable assur- 
ance what new level would be 
appropriate, it announced that the 
rate of exchange should be left to 
be determined by market forces. 


The Fund recognized the exigen- 
cies of the situation that led Canada 
fo the proposed plan and took note 
of the intention of. the Canadian 


Government to remain in consulta- 
tion with the Fund and to re-estab- 
lish an effective par value as soon 
as circumstances warranted. 
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Must Export Trade be Based on 
Home Markets ? 


A denial of the validity of current political 
arguments against Purchase ax. 


By R. F. 


XPORT TRADE to be regarded as 
overspill ” of home trade, or is 
apable of a status of greater 
pendence? The question does 
lend itself to a direct “no” or 
“. The importance of home 
tO export trade provides the 
for a certain amount of 

ial pleading, by which the 
nomist’s mind is inevitably pre- 


ed against the view favoured 
the business man. At the 
nning of the war the special 
iding was aimed at the 
opular limitations on home 

today it 1s aimed at the 


ally unpopular purchase tax. 


he customary plea by business 

for a relaxation, in the alleged 
rests of export trade, of restric- 
Ss on home trade makes no 
tinction between short-run and 
y-run considerations. The short- 
od validity of claims 1s 
en first: 


these 


One view is derived from the idea 

as a result of a reduction in 
nestic demand, the overseas 
rket is rendered relatively more 
ractive, so that exports will 
increase, the reduction in 
nand leading to a fall in price. 

Opposite argument is that a 
uction in output would mean 
ivier burdens of overhead costs 
unit of output, that price would 
raised, and exports would fall. 
is latter argument, very popular 
one time with business men, 


Summarised from Economic 


KAHN (Cambridge) 


would be consistent with the facts 
only if in a depression prices rose 
rather than fell. 


But both arguments are on the 
basis of the same price being 
charged at home and overseas. 


Under normal conditions of imper- 
fect competition this is not the case. 
A firm, fixing its export price, will 
aim at the maximum profit and will, 
therefore. tuke into account only 
the additional costs involved in the 


extra production. A decline in 
home demand would mean that it 
was profitable to make up on 


export part. or all, of the trade lost 
at home; export price would be 
lowered, not raised. 


Present Conditions 


At the present time, with potal 
output of many commodities 
determined by some over-riding 
bottleneck—-sheet steel for motors, 


etc.—it would seem impossible to 
dispute the view that a reduction in 
home trade leads directly to an 
equal expansion of exports, as 
exemplified in the figures for the 
remarkable, and continued growth 


in our exports of motor-cars and 
lorries. By way of. contrast, ou 
exports of cotton goods in_ the 


second quarter of 1950 were 18 per 
cent. less in volume than in the 
same quarter of 1949 despite 
devaluation; for this, the abolition 


of clothes rationing early in 1949 
must surely be held partly res- 
ponsible. 

Journal, London, June 1951 
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Suppose, then, that it Is granted 
that purchase tax and other restric- 
tions on home demand lead to 
higher volume of exports. Why 
adopt this” particular) means” of 
encouraging exports? = It involves 
discrimination between the overseas 
and the home markets and, there- 
fore, must face the prima facie ob- 
jection to any departure from the 
ideal free-trade position in which 
nothing is done to warp the relative 
pulls of home and overseas prices. 
In other words, would it not be 
better by means of devaluation to 
make overseas markets more attrac- 
tive rather than, through discrimi- 
natory restrictions, keep the home 
market unattractive? 

The answer is that it should be 
some of, both. It would have been 
madness not to have devalued in 
1949 and to have relied instead on 
a drastic curtailment of consump- 
tion. But it would also be stupid 
to carry devaluation to such lengths 
obviate the need for curtail- 
ment of consumption. The reasons 
are Various: 

1. Devaluation is inflationary and 

calls for extra faxes or additional 
thrift to support it. 
2. Devaluation requires, in some 
degree. international consent, and is 
liable to be imitated by competing 
countries, which are less likely to 
follow the example of a more direct 
imposition of austerity. 

3. The business man does not 
necessarily react in the same way 
When it is a question of choosing 
between (a) a very profitable over- 
seas market and a moderately pro- 
fitable home market, as when he 
must choose between (b) a moder- 
ately profitable overseas market and 
an unprofitable (or limited) home 
market. In some ways the stick is 
more effective than the carrot. The 


us lo 





ECONOMIC. DIGEST 


business man is not always i 
ested in making the maximum pz 
least of all with present rates 
taxation. 

The opening up of hitherto 
developed export trade is not on! 
matter of working up new contr 
but of devising special - sel 
methods and types of products 
often of organising the supply 
spare parts and servicing facilit 
Although calculations may p 
to a financial advantage to 
secured by diverting to mar} 
abroad, all too often mental inert 
will determine the issue the ot 
way. But faced with loss of trade 

not merely a decline of pro 
but a reduction of output - 
business man will be much m 
ready to seek alternative outlets 
Killing the Goose 

Of. the longer-term considers 
tions, the most important turns 
the discontinuity in the relations! 
between demand and output. A 
demand ts reduced, there comes 
point at which demand is still fini 
but at which, if sufficient time 
allowed, output is reduced to Ze! 
And, still more emphatically, 
finite demand must be established 
before any output is forthcoming 
all. 

Let us consider a case in whi 
reduction in home trade is ver 
drastic, so that despite the mainte: 
ance of overseas demand, produ 
tion becomes so unprofitable as 
be abandoned altogether. The 
Whole of the exports would then 
lost. 

It is most 
conditions of 


unlikely that unde! 
perfect competiti 


a Whole industry would close down 


in this way. With imperfect con 


petition the matter is more comp! 
cated, the closing down of a sing 
firm may result in a loss of exports 
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EXPORT 


ch outweighs the increase in the 
port trade of other firms in the 
e industry which continue to 
duce at lower prices. 
Here it is fair to point out that 
ny of those who clamour for a 
duction in purchase tax, or for its 
mination, would take a different 
if the tax was uniform. It 1s 
discriminatory incidence’ of 
lich many critics complain. What 
advocated is a reduction of the 
ther rates of tax: what is often in 
nd is the danger of complete 
mination of particular products 
id varieties. 
But repercussions on exports of 
ther products must be considered. 
is likely that a cut in the rate of 
ix On One article would result in a 
revenue, and unless this 
fect is balanced by increases in 
ther taxes, the total amount of 
esources applied to export would 
robably decline as a _ result of 
iversion of resources to production 
1 the home market of the article 


ss. of 


which the concession was 
ranted. 
It would be unfair to regard this 
ist point as conclusive. It is 


ossible that the same or smaller 
‘mount Of resources devoted to ex- 
port would yield a larger return in 
foreign currency, in that the terms 
f trade would move in the country’s 
favour as a result of opening up or 
e-opening lines of export in which 
i enjoys advantages. 


Cheaper Exports Wanted 

Two objections to the pleas for 
reduction of purchase tax are :— 

|. The inflationary effect of any 
concession is a factor pulling 
trongly in the opposite direction 
(unless consequent shift in con- 
sumption into the more highly 
taxed sectors increases the yield of 
the tax). 
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It is necessary to demonstrate 
that the high discriminatory tax 
makes the production of an article 
so unprofitable that it is not going 
to be available at all despite the 
opportunities of export. Such situa- 
tions would seem too rare to justify 
entrusting to this slender founda- 
tion the case for large-scale conces- 
sions. A sense of proportion as to 
ihe magnitude involved must be 
preserved. Our total exports of 
apparel, for example, in 1938 
amounted to a mere £84 million. 
Nor must it be assumed that the 
foreigner’s taste is consistent with 
that of a lively domestic demand. 


Indeed, there is a danger that our 
industrial leaders, obsessed with a 
desire for a more profitable home 
market, are failing to take adequate 
account of the enormous unex- 
ploited opportunities which exist 
abroad for catering for the needs of 
the masses, who want cheap goods 
rather than the luxury products, the 
export of. which purchase tax 1s said 
to be prejudicing. There is also the 
danger that a dominant home mar- 
ket may dictate the style of goods 
that the exporter attempts to. sell 
overseas. 


\ British Textile Mission reports 
that British exporters 
send fabrics that were too heavy to 
be acceptable throughout _ the 
market. There are few places (one 
is San Fransisco) where the heavier 
fabrics are saleable.” 


t 


LO 


“tended 


If is easy to exaggerate the 1m- 
portance of a large domestic mar- 
ket in the development of new 
new products. An example of an 
industry in which the proportion 
exported was high from the first is 
the Swiss watch industry, which 
ousted American products from the 
international field. 
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Spur of Exports 

Indeed, a world market has some 
positive advantages Over a domestic 
market in building up an efficient 
industry. International competition 
is far more bracing than domestic 
competition. The reason for this 
lies partly in the price-fixing and 
other restrictive arrangements 
which rule a good deal of domestic 
trade. 

It seems safe to say that once an 
industry has been established—and, 
more narrowly, once the production 
of a particular variety of product 
has been established—it depends 
much less on the size of, the home 
market than did its original estab- 
lishment. The thresholds for entry 
and for exit are at very different 
heights, and many of the economies 
of scale are irreversible. The dan- 
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ger is, however, that the new indus 
ries, and the new products, o© 
which efficient development will 
depend, will fail to come into bein 
at all—or fail to be produced on 
scale adequate for efficiency. 
Perhaps I can sum up as follows 
I would agree that from a long-tern 
point of view nothing could b 
worse than forcibly to divert int 
temporarily starved overseas mal 
kets the products of manufacturer 
whose minds ure wedded to th 
idea of a fairly speedy resumptio: 
of normal access to the home mar 
ket. What is wanted is a complet 
change of attitude of mind, and 
ready acceptance of the fact that u 
many lines it will remain necessar\ 


to export a far higher proportion o} 


output than would before the wai 
have been regarded as tolerable. 





UNHEALTHY DECLINE IN 
Pointing up the fears of 
spokesmen for 


AMERICAN 
analysts and the 
national agricultural 


FARM POPULATION 
opinion of many 
associations that the farm labour 


supply is diminishing more rapidly than it is being supplanted by labour 
saving farm machinery are figures recently released by the Bureau of the 


Census 
ireas, and arrivals from non-farm 


Since 1935 about 1.5 million persons annually have left farming 
areas have failed by 


a rough annual 


average of 500,000 to replace migration from farms. 
In 1950 the nation’s farm population apparently reached the lowest 


point since the Government began tabulating such figures in 1910. 


There 


has been a steady decline in farm population since the first census, made 
in that year, showed rural dwellers to number about 32.1 million persons. 


By 1950 the 
dropped to 24.3 million persons, 


national’s farm population, as estimated in 
The previous low figure was posted in 


April, had 


April, 1945, near the close of World War II, when many nominally 


agricultural workers were in the armed forces. 


The significance of the 


decline may be illustrated by the fact that between 1940 and 1950 total 


farm population showed a marked 


decrease of 5 million persons. which 


shows that the exodus has accelerated during the past decade 
No 1951 figures are available as vet and. consequently, it is impos- 
sible to determine accurately the effect of the post-Korean upsurge in agricul- 


tural commodity prices upon rural migration 
by current estimates of agricultural 


A partial indicator is provided 


property prices. which suggests that 


demand for farm properties has heightened during the past twelve 
months. An analysis from data collected in 347 communities by the 
National Association of Real Estate Boards states that a higher price 
level was reported by 65 per cent of the reporting communities; 32 pe! 


cent reported that prices were similar to last year’s figures, and only 3 


per cent reported lower farm real-estate prices, 
farms have advanced most generally 


Hlinois, Indiana, Ohio, Michigan 


Regionally, prices of 


in the East North Central States of 
and Wisconsin, with increases almost 


as great in the West North Central Region. 


Guaranty 


Survey, Guaranty Trist Company of New 


York, August, 1951 
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India’s Realistic Five-Year Plan 


ANNING HAS BEEN in the Indian 
r for some time. It has taken six 
ars to descend from the heady 
ights of 1945 to the sober realism 
f the Planning Commission’s Draft 
itline recently published by the 
overnment of India for public 
mment. 


At the end of the war the Govern- 
ent talked of a surplus of, £75 
ions a year and borrowing of 
iother £75 millions a year. The 
Government will be lucky if, over 
he next five years, it can achieve a 
urplus of £20 millions or borrow 
tSQ millions a year, and this in 
rupees worth only iwo-thirds of 
eir value in 1945. 


The initial hopefulness set Indian 
planning off on the wrong foot. 
foo many projects were started at 
nce for the technicians, the steel, 

the plant that were available. As 
result, little has yet come into pro- 
duction, estimates have risen, public 
enthusiasm has fallen, and Govern- 
ment has been committed for the 
next few years to projects not all of 
the first priority. 


The Planning Commission has 
wisely refrained from behaving as if 
t began with a clear field. It has 
iccepted the fact that five years of 
work had been done before it began, 
and that works in progress, or even 
schemes for which the project sur- 
veys have been completed, cannot 
be abandoned, or usually even 
slowed down, without serious loss. 


The Commissioners have not 
estimated the increase in_ the 
national income to be expected 
from the plan they now propose. It 
would, in fact, probably give an 


increase in production of about | 
per cent. a vear, over and above that 
required to cope with the increase 


in population. The prospect of a 
rise in the standard of living by 5 
per cent. in five years, after a 


decade of steadily worsening con- 
ditions, would, undoubtedly, do 
much to improve the public mood. 


The Commission has chosen a 
less ambitious though necessary 
task. It has cleared the under- 
growth of. impracticable or impos- 
sibly expensive schemes and of 
ideas that development can be 
financed by inflation, or  non- 
existent surpluses, or a few incen- 
tives to the rich which will suddenly 
produce millions of hidden savings. 
It has decided that all that will be 
available from India’s own resources 
is £225 millions a vear and it limits 
its plan accordingly. 


This estimate of £225 million it- 
self has been criticised as optimistic, 
as it depends upon deficit financing 
and upon a Central surplus which 
recent increases in food subsidies and 
dearness allowance have probably 
eaten up. On the other hand. in 
some other ways the Commission’s 
estimates are inclined to pessimism; 
the states ought to be able to pro- 
duce more than £60 million extra if 
taxes are raised (betterment tax, 
higher sales tax and land revenues, 
death duties); and either a continua- 
tion of high yields fom export 
duties, or revaluation, or a drop in 
world commodity prices may vet 
restore the Centre’s position. 


So long, therefore, as inflation 
does not get appreciably worse, and 
the Government does not further 


From Manchester Guardian, August 21, 195] 
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Increase its defence budget, the 
Commission’s estimates of what ts 
possible may be accepted as reuson- 


able. 


If the plan is finally accepted the 
Bihar Government will know that 
its schemes for tube wells are 
approved but that the great Kosi 
Dams will have to wait. The 
Centre will know that its Institute 
of Technology in Eastern India may 
go ahead, but that its full plan for 
four such institutes must wait. As 
the pigeon-holes fill up again, there 
will be room on official’ desks once 
more for the blueprints which they 
are supposed actually to carry out. 


Chosen Priorities 

With the priorities chosen for the 
Government sector, there has been 
litte quarrel. A hundred and fifty 
million goes to the railway—India’s 
transport is still overwhelmingly 
rail-borne and few measures could 
do more to facilitate business than 
the certainty of getting a wagon 
When jone needs it: £340 millon 
Imrigation and 
India’s great agricultural weakness 1s 
its dependence on the monsoon and 
this expenditure will either protect 
or bring under cultivation for the 
first time eight million acres. 


goes to power 


India’s coal is concentrated in a 
few areas and more power is badly 
needed if India’s industries are to 
be properly dispersed and its 
natural resources, such as bauxite, 
properly developed. It is, however, 
doubtful whether there will be cus- 
tomers for all the power produced 
in such cases as the 1,360,000kw. of 
the Bhakra Dam tn the East Punjab. 

The Commission is indeed practi- 
cal throughout. It provides some 
money for the most important 


birth-control clinics India needs so 
provides some to 


badly Svat also 
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enable a beginning to be made 
dealing with useless cattle in aw 
which popular religious sentime 
will accept. 

In| agricultural production, 
Commission expects 7,300,000 to 
more food, 1,200,000 bales mo 
cotton 2,060,000 bales more jul 


and 375.000 tons more oil seeds 


1956 This will free India’s tv 
main industries of most of. the 
dependence — on foreign ra 


materials. though it will still 
necessary to import 700,000 bal 
of long-staple cotton and 1,200,01 
bales of jute: and it will permit t 
new mouths which will come in 
being to be fed. The Commissi 
expects that, if India continues 
import three million tons per yea 
average cereal consumption mig! 
be raised from 13.67 oz. to 144 « 
per day though even 14) o 
would stll give the average India 
little more than half as much to e 
as the average Englishman, 


Industrial Hodge-podge 

Phe Commission’s industrial pla 
has met with more criticism. Ther 
is a proper emphasis on steel, whos 
production is to be increased b 
300.COO tons. Nothing is holdin 
up India’s industrial developmet 
more than the gross shortage « 
steel, and India’s iron ore is of s 
high a quality and so near coke tha 
no country is better suited bi 
nature than India for a_ Stee 
industry: but the fechnical an 
financial difliculties in the way o 
doing more mav be. as the Com 
mission contends, insurmountable 


Otherwise the industrial — plat 
appears to be a hodge-podge of, th 
estimates given by various indust 
rialists. Some of it is perfectl 
reasonable, such as the provision fo 
the increase in paper productio: 
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109,000 to 165,000 tons a year; Lhe Commisston asks for nothing 
: it : wry odd, such aS fygyy, the West: it only says that its 
, chief that the soap consump- , , ie (ms 
e will rocket in five years from full plan would require £229 
0 tons to 280.000 tons: some millions of foreten aid beyond that 
inexplicably pessimistic. such = q/ready in sight. It should not be 
ie failure we provide for any too much for the West to give to the 
‘ expansion in the cotton textile : 
stry. for which India has so vreatest. democracy of the under- 
natural advantages and so developed world 
‘a home market 
! 
i 
GOLD COAST DEVELOPMENT PLANS 
as The general programme of the plan tor the economic and social 
M levelopment of the Gold Coast falls into four broad categories 
a 1-—Economic and Productive services (£12.500.C00); 2—-- Communications 
n t26,000,000); 3-—-Social services. (£24.500.000); 4 General Administration 
: t 11,000,000) 

Also to be taken up at this legislative session is a £11.200.000 plan tor 
education. This is to be under way next January, and will introduce free 
primary school education into the Gold Coast 

Q Approximately two-thirds of the finance necessary was to come from 
; ivailable surplus balances. annual Government revenues and export duties on 
. cocoa. The remaining one-third was expected to be derived from loans 
: In answer to questions in the Accra assembly. Dr. Nkrumah, Minister of 
1d Development, said that the “Government appreciates the need for co 
e yperation and assistance from overseas as regards technicians. investment! 
capital and the like.” 
fecra, Anueust 25, 195] 
la GREATEST HOUSING PROBLEM IN) THE WORLD 
er Close scrutiny of tropical regions where, according to a widespread 
OS belief. shelter is a minor problem, was given by a mission of experts which 
1 visited India, Pakistan, Malaya, Singapore and Thailand last winter 
“ Prevailing conditions in Asia,” the experts reported, “create the 
i greatest housing problems in the world.” Broadly. the situation is that more 
el than 100,000,000 Asian families (perhaps as many as 150,000,000) at present 
live in crowded insanitary. substandard quarters. urban or rural. A great 
many of these people are crowded in at the rate of two or more families 
. per room, Ventilation and sanitation range from the worst to fairly satis 
ha factory. For the most part, there is no protection against vermin. Proper, 
b: even very simple. arrangements for the storing of food. bathing and the 
tee washing of dishes and clothes are almost unknown. 
' Approximately 85 per cent of the population of the countries visited 
An by the Mission lives in villages and rural districts. Hence, quantitatively 
0 the home environment and the community environment of the villages con 
ym Stitute the major phase of the problem for governments. It is often assumed 
le that slums and housing shortages exist only in the cities; that the village 
family is content with what it has; that living in the country is healthy 
ar pers 
th All these assumptions are fallacious By and large a great many villages 
“f in South and South-East Asia are slums. In those areas almost the whole 
us| rural population lives in grossly sub-standard. unhealthy environment. “ The 
ctl: village family is very often crowded into too little space.” 
fo UO nite d Nations Bulle tin, July / 19S] 
Or 
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Twenty-Four Points from ECE Bulletin 


Europe’s Buying Spree is Over 


Prices and Demand: During the 
first quarter of 1951 the pause, or 
relapse, in the inflationary atmos- 
phere in the oufside world was 
paralleled in many parts of Western 
Europe The European buying 
spree which took place in January 
and February was replaced by a 
drop in the value and volume of 
retail sales in March and April, as 
compared with the same months in 


1950. 


unlikely 
an actual fall in 
structure of European 
and prices, and quite likely 
thar it will continue to rise. For the 
rises in retail prices have alread\ 
driven up wages, and in no country 
are waves likely to fall. This down- 
inflexibility means that the 
sharp rise in wholesale price quota- 
tions, even Uf followed by a substan- 
tial fall, is almost certain to leave 
the general wage and price structure 
higher level than before, even 
in’ countries where there is heavy 
unemplovment. 


Price Prospects: It ts 
thar there will be 
Tle ve neral 


COSTS 


Ward 


yt , 
Gi 


Cost-Inflation: While 
costs initiated in 1950 con- 
tinued to work through the first 
Quarter as expected, there is no 


the basic 
rises in 


doubt that the underlying forces 
which initiated the first round of 
inflation were slackening in most 


western countries. If this slacken- 
ing continues, the future course of 
prices will depend on the extent to 
Which rising retail prices themselves 
generate further wage increases, and 
on the extent of, rearmament expen- 
diture. 

From Economic 


Bulletin for Europe, 


First Quarter 


Varvinge Factors: In some co 
ries, the reduction in the volum« 
consumer expenditure may be « 
to a decline in real wages, in oth 
it represents consumer resistance 
abnormally high — prices—coup 
with a genuine expectation that t] 


will - fall—-and, in others, it 
mainly an attempt to- reple: 
liquid assets after the buying spi 


Western Germany: In Weste 
Germany, there is clear evidence 
a recession in consumer dema 
and in the pressure of, orders 
industry; the general level of inter- 
nal demand has been sufficiently | 
to have allowed exports to rise at 
very rapid rate: the rise in expor 
combined with restrictions on i 
ports has converted the deficit wi 
the European Payments Union in 
a surplus, which may well have t 
effect of offsetting the decline 
internal demand. Western Germa 
unemployment shows little sign 
declining. 

Kingdom: In the Unit 
Kingdom unemployment, — alread 
reduced to negligible proportions 
hay been falling still further and th 
economy is showine every sign ¢ 
suffering from severe strain. Co 
inflation is rampant and towards f 
end of the vear may well be enhance: 
hy demand inflation flowing from th 
heaviest rearmament programme 
Europe. For one reason or another 
exports are wavering; this, com 
bined wig the high cost of imports 
has created a new balance of pay 
ments problem which will have t 
he countered by a renewed export 


United 


LYSt. Geneva, August, 1951 
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:. Patipeei eel Py eee ry 
(‘Ss Wy Lr Doers till Uda 


i 


the inflationary pressure 


In France, the cost of 


¢ rose at the same rate as in the 


half of 1950 and by May 


cent. above December: 
up the 


u 
Wholesale prices, although 


le between April and May, were 
per cent. above December. 
he situation certainly has not 
eveloped as dangerously as 

anticipated in the Survey of 
ope in LYSO. 


In Italy. retail prices in 


were 7 per cent. above Decem- 


this country also the 


has remained more stable 
might have been expected 
m past experience. Although in- 


production continued to 
the rise was not 
with so great a rise in 


esale prices as occurred in pre- 
us post-war periods of expansion. 
Belgium and Other Countries: In 
lium, retail prices in April were 
cent. above December, but 
nsumers are said tg be expecting 
turn downwards (although 
little evidence so far of 
expectations being realised). 
the Scandinavian countries, retail 
ces rose more than elsewhere. In 
witzerland, all prices have re- 
ined remarkably stable. 
Industrial Production: During the 
quarter of 1951, total Euro 
industrial production main- 


high level which had 


en reached in the pre VIOUS Guar- 
did not show any further 


increase. This produc- 


not counting that of the Soviet 
nion, was 14 per cent. above the 
' of the first quarter of 1950. 
ereencies in the movements for 
industrialised Western Euro- 
countries were not ver\ 


CXLKVEMNC Varvill ir Gh lHCreEUSE 
: 

Of 4 per cent. over the fourth quarte) 

j ty és , PY J , e sf 

in Italy, to reductions of | Per cen 


Til Tle l hited Kine {O07}? Sweden 


Denmark and the Netherlands. 


Supplies of Fuel: An _ over-all! 
shortage of coal still looms large on 
the European horizon The coal 


problem is likely to remain intract- 
able as long as the economical use 
of coal is discouraged by the low 
level of domestic prices in the prin- 
cipal producing countrics—Western 
Germany and the United Kingdom 
and as long as a rational distribu- 
tion by qualities and areas is ham- 
pered by bilateral agreements 

Supplies of Raw Materials: In 
spite of the fact that only in a few 
instances has production § clearly 
been directly reduced by = raw 
material shortages, the supply 
position iS in many respects tght 
enough to slow down industrial 
activity because of irregularities in 
the flow. Total European employ- 
ment in industry did not rise in the 
first quarter, and unemployment 
appeared to show normal seasonal 
increases in countries where it is 
heavy, notably Italy, Belgium and 
Western Germany. It appears that, 
over Europe as a whole, those 
countries where there is substantial 
unemployment now produce one- 
third of the quantum of total Euro- 
pean industrial output. 

Import and Export Prices: For 
Europe as a whole. prices for im- 
ports from overseas rose by about 12 
per cent. between the last quarter of. 
1950 and the first quarfer of 1951, 
whereas export prices to Overseas 
rose by only 6 per cent. The result- 
ing deterioration in the terms of 
trade by about 6 per cent. further 
strengthens a tendency which began 
with the devaluations of September. 
1949. and explains, at least in part. 
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the deterioration in Eur 
verseay payments, particularly 


tne Overseas sierling area 


eee, ey | Pees 
pe S Dalanee 


Volume of Trade: At the end of 
: a lurge increase had taken 
place | n Europe’s overseas 
exports and in intra-European trade, 

th volumes exceeding the average 
evel of 1949 by roughly one-half. 
Overseas imports on the other hand, 


. 


1 ramaine , iy te] ‘ he 
had remained approximately at the 
level of early 1950. The volume of 


total exports of European countries 





ng the first quarter of, 195] 
irdly char ged In value, the total 
exports of ten western European 
ntries dropped from $5,622 mil- 

“LL irth quar LOSO ti 

. hon in th rst quarter of 
fast-H rad I rade etweel 
stern and western Countries of 
Europe emained at a Very low 
level. The roughly constant figures 
irrent value indicate that the 
Mme prohy ninished 








or nm the value ex 
rom the West occurred 
spect I Yu lavid 
crease is shown in the 
\ (ne | S S R ) il d 
United Kingdom, consisting 

i Cere ils and nides 4 

skit 

ror treop Overseas: Over-all 
port volume indices remained 
relutivels constant, and. While a 
mall reduction occurred In the 
lume of intra-European trade, 
mports from Overseas rose by 


in volume and by 
thout IS per cent. in value. The 

in prices accounted for about 12 
per cent. of this increase in value 
While the value of imports from 
Canada and Latin America declined 
\ no more than one-tenth, it rose 
hy 16 per cent. from the United 


States und by 35 per cent. from 
overseas sterling area. 

Imports from the U.S.: An 
crease of about $200 million in 
value of imports and a continua 
of the upward trend in the value 
exports formed the main gen 
features of Europe's trade with 
United States during the quar 
Cereals more than accounted for 
increase in total value over the 
quarter of 1950. 


Exports to. the U.S.: Europ 
exports to the United States dur 


the first quarter Of this vear reac 
! 
Value OF a ut $250 million. 
; : ‘ an 
Ptyt C lore (Aan in le 
t LOS +} 
nrec Mol O} be, } tii MCT 
» at mher 
ver the December quarter was 
lh) } +.) | rn ‘ { 
WHO ExXCCpulONnal eX] S 
try Mater hich t ] 
ISU la }iadh ch aS Steel 
errou Clad mical ITOK 
1 
ty 
i ee | a \\ C p 
S| fa) th YI Tt i 
NA 3007 } 
\ VEU AC a f 
' 
{ f fy + 
GHC ExXpPort ) Manuract 
» } ++ 
pre cts IKCTCASeC iil the 
} . f fh if} » | rp 
wean OF NOStINUeES in NRorea 
ite « out 20 per cent This 


crease seems to huve affected 


Changed Positions: The posit 
of various exporting countries | 
. The Un 
Kingdom, for instance, increased 
exports of manufactures by only 
per cent., and practically the whi 
increase Was concentrated up 
consumers’ goods and chemical pi 
ducts. In striking contrast, Weste 
German exports of manufactur 
(not counting 


shifted considerably 


increased by about 70 per cent. 


volume and now exceeds the pr 
war level. The increase has be 
largest In exports to Overseas cou! 


inter-zonal — trad 
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" ikue OF U FtS:. 1S, goods and venicles from France to 
er. sull relatively small other European countrie France's 
man Competition: Following CXPOTTts ¢ netals anc ichinery to 
parison of trends in exports of | Europe. however, have risen only 14 


factures by five western Euro- per cent. Belgium, on the other 





¢ 5 — = ; . | . dar kK, . bees > 
ies up to March. 1951], and 1as onsiderably inc ed 
any has been able to take ad- ner exports of metals bdDoth to 


we OF (ne change Mn 


ket situation to re-introduce verseas countries. Italy, also, has 





If as one of the great suppliers reuse “ports of investment 
ished products without giving goods to European countries 
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Plan to Simplify War-Time Controls 


By COLIN CLARK 


WHETHER WE LIKE it or not, we are 
now obliged to begin economic as 
well as military preparations for a 
l-scale war against a powerful 
enemy which may be upon us at 
any time. Even in peace time we 
already have on our hands an 
which we do not seem able 


7 
atian 
MiHation 


to control. 





There is a real danger that, if war 
comes now, quite apart from. the 
military perils we have to face, we 
may try to run it on an entirely 
inapplicable set of | economic 
licies, and find our war effort 
dissolve in inflation and chaos with- 
in a few months. 
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The trouble is that money cannot 
perform its functions — properly 
because there is too much of it 
already and will soon be more still. 
The suggested remedy, therefore, is 
a simple but tar-reaching one, 
lamely, to retain money for certain 
uses but also to have a limited issue 
of “ priority coupons” to be used 
only for the purchase of necessaries 
and munitions. This would be a 
“hard ” currency whose circulation 
would be strictly limited and in 
terms of which prices would there- 
fore remain low. The coupon price 
of each necessary will not be per- 
manently stabilised, but will be 
allowed to fluctuate with changes in 
the relative scarcity and relative 
demands for different commodities. 
But we can be satisfied that the 
level of prices of necessaries as a 
whole will remain stabilised, be- 
cause of the limitation on_ the 
coupon currency. Ordinary currency 
would be used for all other pur- 
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Services, would continue to be mad 
In ordinary money, 


Coupons can only be kept a har 
currency by extinguishing them 
fast as they are created. The pri 
cipal means of extinction will be t 
make a big coupon levy on all en 


ployers according to their pay roll 
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as possible. The Banks will operate 
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